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DEFENSE PRODUCTION ACT AMENDMENTS OF 
THE ENERGY SECURITY ACT OF 1980 



WEDNESDAY. JULY 30, 1980 

House of Representatives, 
Subcommittee on E^ionomic Stabiuzation, 
Committee on Banking, Finance and Urban Affairs, 

Washington, B.C. 

The subcommittee met, pursuant to notice, at 10:05 a.m., in room 
2128, Raybum House Office Building, Hon. William S. Moorhead 
(chairman of the subcommittee) presiding. 

Present: Representatives Moorhead, Blanchard, LaFalce, Evtms, 
McKinney, Green, Hinson, Paul, and Porter, 

Chairman Moorhead. The Subcommittee on Economic Stabiliza- 
tion will please come to order. 

The normal practice of this subcommittee is for members to be 
recognized for opening statements at the beginning of the hearing. 
For reasons which will become somewhat apparent, I will defer my 
opening statement until the conclusion of the testimony. I would 
hope other members would do the same, althoi^h, of course, they 
are entitled to rec<^nition any time they seek it. 

At this point, however, I would like to ask unanimous consent to 
insert into the record a letter to me from the chairman of the 
Armed Services Committee expressing his support of the synthetic 
fuels program on a high priority basis, stating that it is an excel- 
lent starting point to exp^ite action. 

I put this in the recora primarily to emphasize that the Congress 
and the Armed Services Committee are strongly in favor of prompt 
action. 

Without objection, it will be made part of the record at the 
appropriate place. 

[The referred-to letter follows:] 

(1) 
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Chairman Moorhead. The subcommittee is delighted to have 
with us Dr. Ruth M. Davis, Assistant Secretary for Resource Appli- 
cations in the Department of Energy. 

The members of the subcommittee will remember the tremen- 
dous assistance that we got from Dr. Davis in her previous incarna- 
tion in the Defense Department situation. 

We also have with us Dr. Arden L, Bement, Deputy Under 
Secretary for Research and Advanced Technology of the Depart- 
ment of Defense. 

I want to express the appreciation that the subcommittee has 
had for the cooperation from the Defense Department. 

Before you proceed, I think the way we will proceed is to have 
both of you present your testimony. Before we do so, for the record, 
will you introduce Uie associates that you have with you, starting 
with you, Dr. Davis? 

Dr. Davis. I have with me Lt. Comdr. Larry Lukens, who is the 
Deputy Assistant Secretary in my oflice responsible for the pro- 
gram which 1 will be discussing. 

Dr. Bement. I have with me today George Marienthal, Deputy 
Assistant Secretaiy of Defense for Energy, Environment and Safely 
and also Richard E. Donnelly, the Deputy Director for Production 
Resources. 

Chairman Mooshead. Would you like to have him join you at 
the table? 

Dr. Bement. I think he can come forward as required. 

Chairman Moorhead. Dr. Davis, will you then proceed? 

STATEMENT OF DR. RUTH M. DAVIS, ASSISTANT SECRETARY 
FOR RESOURCE APPLICATIONS, DEPARTMENT OF ENERGY, 
ACCOMPANIED BY LT. COMDR. LARRY A. LUKENS, DEPUTY 
ASSISTANT SECRETARY FOR INDUSTRIAL PLANNING AND DE- 
VELOPMENT, DEPARTMENT OF ENERGY 

Dr. Davis. Thank you, Mr. Chairman. I have a statement which I 
would like to have inserted in the record. 

Chairman Moorhead. Without objection, it will be made part of 
the record. 

Dr. Davis. I would like to make a few summary comments taken 
from that statement and to say first of all that I am very pleased 
to have what turns out to be the first opportunity to discuss the 
actions that the Department of Energy is tfiking under the Enei^ 
Security Act or what we would call the alternative fuels production 
responsibilities. 

In accordance with the request of your letter, I am going to 
concentrate on those responsibilities of the Department of Energy 
that are aimed at implementing the Defense Production Act au- 
thority described in title I, part (a) of the Energy Security Act. 
I am going to do this, however, in the broader context of^all of 
the transitional alternative fuels activities that have been assigned 
to the Department of Energy. 

I would highlight first of all the experience and the activities 
that the Department of Energy has underttdten to date in the 
alternative fuels or the synthetic fuels production area. 

Our responsibilities for the transitional period actual^ began 
with the signing of Public Law 96-126 on November 27, 1979. Since 
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that time, and in accordance with the schedule prescribed by Con- 
gress, we have completed two significant actions: 

First, we have solicited and evaluated 971 proposals for feasibil- 
ity studies and cooperative agreements and selected from those 110 
aJtemative fuel projects that are proposed for awards totaling some 
$200 million. 

Second, we have continued the support for the first domestic 
commercial scale plant to produce high Btu gas from coal. We have 
done this through a $22 million cooperative eigreement and a condi- 
tional commitment for a $250 million loan guarantee to the Great 
Plains gasification project. 

I think it is highly significant that Congress recognize the impor- 
tance of continuing this type of interim DOE activity without 
interruption, and it did so through Public Law 96-304, the fiscal 
year 1980 supplemental appropriation. 

In that act. Congress and the mana^rs authorized $3 billion to 
be made immediately available to carry out the interim Defense 
Production Act activities as authorized by S. 932. 

That funding, in conjunction with the $2 billion previously pro- 
vided by Congress, allows a large aggressive program in and by the 
Department of Ener^. 

Third, the Congress appropriated $100 million for feasibility 
studies imd provided an additional $200 million for cooperative 
agreements baised on the success of the first activity in these two 
areas that we had just concluded. 

In this way the Defense Production Act is, under S. 932, and with 
the $3 billion appropriated, a key part of this administration's 
overall alternative fuels production program. 

From my point of view, the DPA authorities £ire intended and 
wiU be used to assist the development of alternative fuels for 
national defense applications. 

We will provide the highest priority and the single priority 
under the interim DPA for such national defense applications 
which will be implemented throi^h the early development of a 
domestic synthetic fuel capacity in this country to meet the re- 
quirements of S. 932. 

In terms of the way we are manf^ing this activity in DOE, let 
me simply say on July 8 of this year, the Secretaiy of Enei^ 
directed the Acting Under Secretary to establish a synthetic fuel 
transition office. 'That office will integrate and focus the resources 
of the Department as a whole on its synthetic fuels production 
transition responsibilities. 

I have been assigned the lead program execution function re- 
sponsibility within the Department of Enei^, and I think that is 
entirely appropriate because it is my organization that is produc- 
tion-oriented as opposed to research and development-oriented in 
the Department of Energy. 

With this assignment of lead program execution responsibilities, 
the interim DPA financial assistance prt^rams will be naanaged as 
an integral part of DOE's overall responsibilities. 

However, I will assure you that the DPA programs will maintain 
their specific identity during the transition period amd that their 
purpose and nature, which is to provide for national defense appli- 
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cations, will be the sole purpose for which we will be using them in 
the Department of Enei^. 

Another very important amd principal objective that we have in 
this transition period is to assure a smooth, productive, and expedi- 
tious transfer of projects and activities to the Synthetic Fuel Corpo- 
ration. 

Let me now make a few comments on a DOE/DOD interaction. I 
will keep them to a minimum. I know Dr. Bement will be com- 
menting on them too. 

From DOE's perspective the involvement of the Department of 
Defense in this activity is crucial. To clarify the respective respon- 
sibilities of DOE and DOD, a draft Executive order outlining the 
respective roles of our two agencies has been drafted by and infor- 
mally concurred in by both DOE and DOD. It has been submitted 
to the OfHce of Management and Budget for clearance. 

The Executive order is being readied now for transmission to the 
President for his signature. 

In the Department of Energy we expect to have a joint process 
with DOD participation in all of the numerous activities. 

The plimning and discussions for this are already under way 
from the top level of the Department and between, specifically, my 
office and the office of the Under Secretary of DOE, and between 
Dr. Arden Bement's office and the OfUce of the Deputy Under 
Secretary for Acquisition Policy and the Deputy Assistant Secre- 
tary for Enei^, Environment and Safety in DOD. 

We do expect the Defense Fuel Supply Center to assume the 
functions of guaranteed purchaser of the types and quantities of 
synthetic iueh as specified by DOD. In this instance, we expect the 
DFSC, as guarant^d purchaser, to arrange for receipt, use, and 
disposition of all the synthetic fuels that are acquired through the 
financial assistance programs that we will be initiating in this 
interim period. 

Chairman Moorhead. Dr. Davis, we have a vote on. I think this 
is an appropriate time to take a brief recess. Let's go over and vote 
and return as quickly as possible. 

My apologies. This is something over which we have no control. 
The subcommittee is in recess for a few minutes. 

[Recess taken.] 

Chairman Moorhead. The Subcommittee on Economic Stabiliza- 
tion will resume, hearing from Dr. Davis. 

Dr. Davis. Thank you. I have just a few more comments to make, 
Mr. Chairman. 

I would first point out that we do have the interim DPA process 
for drafting solicitations, issuing them, and making the selections 
in terms of the loan guarantees and the purchase commitments 
authorized under the interim DPA on a fast track. 

We will tje issuing this draft solicitation for public comment in 
early August. We do plan to issue solicitations in early September 
and, keeping in mind the requirements of industry for a proper 
response, we would have those responses in and evaluation begin- 
ning in December of this year. 

Let me highlight now what I think is the fact that the prioress 
in the last 15 months toward developing domestic production capa- 
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bilities for synthetic fuels which have national defense applications 
has been dramatic. 

It was indeed March 13 of 1979 when I first testified to this 
subcommittee on the urgency behind developing such a domestic 
synfuel capacity. 

This subcommittee took the lead. It took its own embryonic idea 
of utilizing the DPA to assist in this task. I think it carried it to 
the successful stage of implementation exemplified by the hearing 
you are having today and the peissage of the Energy Security Act. 

The characteristic which distinguishes the synthetic fuel produc- 
tion activities which can be financed under the interim DPA au- 
thority is their focused dedication to national defense. 

This points to the primary emphasis being placed on liquid fuels 
derived from synthetic fuel stocks such as shale oil, coal liquids, 
and possibly coal/oil mixtures. 

The role DOE plays here as a purchaser of synthetic fuels can 
benefit the country as a whole inasmuch as large commercial seg- 
ments such as conamercial aviation, shipping and the like could be 
consumers of these products. 

The added benefit of this activity will be to put into place a 
commercially representative synthetic fuel industry capable of 
serving a broad spectrum of consumer needs. 

On the other hand, DOD can expect to benefit from the develop- 
ment of a synthetic fuels industry whose economics is determined 
by a large competitive marketplace compared to one whose surviv- 
al is tied to a smgle public customer, namely, DOD. 

iiie management by the Department of Energy of the transition- 
al synthetic fuel production funds appropriated by Congress allows 
the Government to take advantage in this kind of an integrated 
way of the innovative market development capability in the pri- 
vate sector. 

These capabilities and the use of the marketplace of the private 
sector is the most efficient way to develop this much needed domes- 
tic diversified alternative enei^ supply capacity. 

The money we have, $5 billion, simultaneously allows industry to 
take advantage of the best combination of financial assistance 
packages available by the entire Government, either under ^e 
interim DPA authority or under the Nonnuclear R, & D. Act. 

Let me conclude by saying that both the President and the 
Secretary of Enei^ have emphasized repeatedly the importance 
and urgency of building a diversified domestic energy supply capac- 
ity that will free the country from crippling de[>endency on uncon- 
trolled foreign sources of energy. 

The Secretary of Energy has also placed a special emphasis both 
when he was Deputy Secretary of Defense £md now as Secretary of 
Energy on taking all possible actions te meet the energy needs of 
national defense. 

This alternative fuel production responsibility that the Congress 
has assigned to him during the transition period until the SFC 
becomes operational has his direct attention and his direct support. 

Thank you very much, Mr. Chairman. 

[Dr. Davis' prepared statement on behalf of the Department of 
Energy follows:] 
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8TATBHBIIT OF 

RUTH H. DAVIS 

ASBISTMIT SBCBBTARY 

RESOURCE APPLICATIONS 

U.S. DBPARTHEHT OP BHERGV 

BEFORE THE 

SUBCOMMITTEE OH ECONOMIC STABILIZATION 

COmiTTEE OH BAHKIHQ, PIHAtlCE AND URBAN AFFAIRS 

U.S. HOUSE OP REPRESENTATIVES 

JULY 30, 1980 

Mr. Chalraaa and H«iib«r* of tha Subcanaittaai I am plaaaad to 
hava thia firat opportunity to dlacuaa tha actlona tha Dapattmant 
o£ Enargy la taking to Iv^lanant Ita altarnativa fuela production 
program authorized in tha Enargy Security Act (P.L. 96-294), for 
which funda hava baen appropriated to tha Department of Energy 
under tha handing of Aiternstiva Fuela Production in the FY 1980 
Supplemental Appropriation a and Reaciaaloa Act (P>L. 96-304). 
In accordanc* with tha raquaat in your letter of July S, 19S0, 
I ahall cmtcantrat* on our plans to i^lamant Section 305 of the 
Dafanae Production Act (DPA) authority daacribad in Title I, 
Part A of the Energy Security Act of 19B0. I will do thia, 
however, in the broader context of all the transitional alter- 
native fuela production activities assigned to tha Dapartmant of 
Enargy. I am accompanied today by Lieutenant Comnander Larry 
Lukans, Deputy Aaaistant Secretary for Industrial Planning and 
Da«e lament. 

I. INTERIM DPA AUTHORITY IM THE CONTEXT OF . 

DOE'S TRANSITIONAL ALTERNATIVE FUELS 

PRODUCTION ACTIVITIBB 
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K. The Intent of the FY 1930 Supplemental 
(P.L. 96-304) to DOE for 
Alternative Fuels Production 

DOB'S primary synthetic fuels production activities during the 
transitional period until June 30, 1981, began with the signing 
of P.L. 96-126 on Hoveint>er 27, 1979. Under the authority of P.I,. 
96-126, DOE has completed two ■ignificant actions, meeting the 
schedule set by the Congress In so doing i namely 

1. We have solicited and evaluated 971 proposals for alterna- 
tive fuels feasibility studies and cooperative agreements, 
selecting 110 proposed alternative fuels projects for 
awards totaling appro Kimately S200 million, and 

2. We have continued support for the first domestic commercial- 
scale plant to produce high-BTU gas from coal, through a 

S22 million cooperative agreement and a conditional commit- 
ment to a $250 million loan guarantee to the Grei^t Plains 
Gasification Project, headed by the American Hationol 
Resources Corporation. 

This initial activity heralds significant progress in the Admin- 
istration's program toward the goal of stimulating domestic, com- 
ineccial productiOD of synthetic fuels equivalent to two million 
barrels of oil daily by 1992. Congress recognized the importance 
of continuing this interim DOE activity without interruption. 
In the FV 19B0 Supplemental Appropriation (P.L. 96-304)., the 
Statement of Managers states that the Interim authorities allow 
"a large, aggressive program" in DOE. The conferees statedi 
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1. "93 billion is loMdiataly available to carry out Intaria 
DefansB Production Act activities as authorit«d by 8.932. 
This interin activity along with the $2 billion pravlously 
provided in P.L. 96-126 . . ■ allows a large aggressive 
program. The managers expect the Department to issue 
solicitations as quickly as possible to use these 

funds and maintain current >omentun in the program. " 

2. '9100 million is provided for feasibility studies . . . 
to continue programs begun In the PY 1980 appropriation. " 

3. '$200 million is provided for cooperative agreements 
... to continue programs begun in the FY 19B0 
appropriation ■ " 

The Defense Production Act (DPA) program ($3 billion) is thus a 
key part of an overall interim alternative fuels production program 
which totals 55.3 billion. The DPh authority of Section 305 will 
lapse when the President determines that the Synthetic Fuels Cor- 
poration is fully operational. At that time, the DPA's projects 
and associated resources will be eligible for transfer to the 
Corporation. The remainder of the interim program funds will be 
transferred to the Corporation on June 30, 1981. 

B. Conmenta on the Interim DPA Activities 

of Title I, Part A, of the Energy Security Act 

The DPA authorities are intended to assist devalopnent of alter- 
native fuels for national dafenea purposes. Perhaps of equal 
importance are the advantages which should accrue both to 
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industry and to tha DOD of having aynthetic fu«l* for national 
defanae applicationa includsd in tha aarly davalopnMnt of a 
total domaatic aynthatic fuel capacity/induatry. 

Thia beneficial coupling will be a Iceyatone of DOE'b transitional 
activities. 

C. DOE'a Management of its Assigned 
Transitlonsl Alternative Fuels 
Production ActivitlEB 

The Secretary of Energy, on July 8, 19S0, directed the Acting 
Under Secretary to eatabliah a Synthetic Fuels Transition Office 
to integrate and focu* the resources of the DOB as a whole on 
its eynthetic fuels production transition responsibilities - 
The office, although small, and temporary. Is already acting 
aggressively to coordinate for the Acting Under Secretary tha 
DOE transition program both internally and externally. 

Lead progran execution f unctiona for DOE ' ■ transitional alterna- 
tive fuels production activitlsa will remain the responsibility 
of the Assistant Secretary for Resource Applications. In 
carrying out this reBponslbillty, Resource Applications will 
continue to involve Procurement, General Counsel, the Office of 
Snvironnient, and other DOB offices, in the evaluation and review 
activities, and final aelectlona for awards. In addition, p«r- 
ticipanta from DOD will be involved throughout the solicitation 
review and aelectlon proceas. The tentative achedula of 
activitiea and the currant program execution status will be 
dlacuased later in this Statement. 



.d by Google 



It !■ iMportant to a^hulE* that th« iiit«ri« DPA Clnancial aaslB- 
tanca programa will ba aanagad aa an Integral coraponant of DOE'a 
overall program axacution Eaaponslbilltiea. Havarthaleaa , bacauae 
of their distinct purpose and Datura, the DPA prograiu will main- 
tain apecific identity during the transition paciod. The purpose 
and nature of the Intetim Dfh financial prograJue will be exemplified 
by the high priority they give to liquid fuels for national defense 
applicatlona and by the quantities, a pacifications and delivery 
dates to ba provided t^ the DOD. 

In addition to preserving the distinct purpose and nature of this 
interiw DPA progcam, a principal objective of DOE in its tran- 
sitional management rsBponsibllitles Is to assure a smooth, pro- 
ductive and expaditioua transfer of projects and activities to the 
Synthetic Fuels Corporation as provided for in both the Energy 
Security Act and in P.L. 96-304. 

In sum, doe's major thrusts and activities during the transition 
period will be directed toward! 

1. Maintaining the momentum previously established in the 
execution of Public Law 96-126i 

2. Accelerating the near term development of a domestic 
industrial synthetic fuels capacity, with swjor emphasia 
on eatiafying national defanaa requirementai and 

3> Providing for an uninterrupted continuum of govemvent and 
private sector activity to develop national synthetic fuels 
production, through the expeditious transfer of on-going 
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progrona to th* SFC. nila transfer may be In th* fom 
of ccmmittsd projacta, or In ttia torn of propoaad 
project* balng conaiderad or pravioualy initiated 
under a aolicitation and award process. 

II. DOE-POD IHTERACTIOH 

From doe's psrapeotive, DOD involvaaent in the interim dpa 
activities is crucial. To clarify the reapectlve responsibi- 
lities of DOD and DOB, a draft Executive Order outlining the 
respective roles of the two agencies in the execution of the 
interim program has been drafted by and informally concurred 
in by both DOE and dod, and has been submited to the Office 
of Management and Budget tor clearance. This executive 
order is being readied tor aubmisaion to the President in 
the near future. 

DOD's requiremanta for synthetic fuels will be of principal 
Inportance in aettlng priorities anong the types of fuels 
eligible for financial assistance under the new Section 305 
of the DPA. 

In the solicitation and evaluation process, we expect to have 
DOD participation io the numerous evaluation, financial assis- 
tance, review and procedural groups involved. Planning and 
discussions are actively underway at the top of both Depart- 
ments, and between the DOE Offices of Under Secretary and 
Assistant Secretary for Resource Applications and DOD's offices 
Of Deputy Under Secretary for Research and Advanced Technology, 
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Deputy Undar Sacratary for Acqulaitlon Policy and Daputy 
Aaalatant Saoratary for Enargy, Environaant and Safaty. 

DOE axpaota t.ha Dafanae Fuel Supply Center (DPSC) to aaaunw 
the functions of guscanteed purchaaer of the types and quan- 
tltlea of synthetic fuel epeoifled by DOD, The DFSC In its 
role of guaranteed purchaser will arrange for receipt, use 
or diepoeition of aynchetic fuels acquired through the 
finaaolal aeaiatance programs initiated by DOE under the 
interim DPA authority. 

The interaction, to date, between DOD and DOB staff has 
laid the foundation for the cooperative and productive 
relationship denanded by the urgency of this synthetic 
fuels production program. 

III. PRESEHT PLAH FOR ALTBRMATIVB FUEL 
PBOPIJCTIOH TRAMS ITIOM ACTIVITIES 

The description which follows of DOE's overall Alternative Fuels 
Production program iiq>lamentation schedule serves to underscore 
and to understand how the Interim DPA financial assistance 
programs will be executed. 

DOa's current schedule calls for a aecond round of solicitatians 
for Feasibility Study Grants and Cooperative Agreements in the 
amount of $300 million in August, under this schadula, we hope 
that aollcitations will be closed by October, and selections made 
by the end of the year, oranta and contracts could ba targeted 
for Isauance by January. 



,db, Google 



Draft aollaitatiooa tor Iioan atnraDt««Bi Prlca Qnarantaaa 
•nd Purohaaa Conailtwanta uadar both tha intaria DPA and tha 
Fadaral tlonnuclaar Bnargy Raaaarch and Davalopnant Act (UNA) 
wijl alao ba laauad for public commant by August. Solicitations 
ara planned to ba iaaued shortly tharaafter with tha reaponse, 
•valuation, and nagotlation timad to produce eommitmenta , aa 
appropriate, by June 1981. 

In Btructurlng our aolicitatlan* wa Intand to allow propoaara 
the greataat flexibility to tailor their proposala to neat 
particular financial asaiatance naada. To atimulate innova- 
tion, we plan to Isaua aolicitatlona under the DPA and tha 
SNA •Imultanaoualy. Wa will also provide for a amooth 
transition of prograns frcra DOE to tha Synthetic Puala 
Corporation to eliminate uncertainties in industry' a long 
range planning and financing. To affect thia objective, 
w« will iaaue a proposed solicitation tlmatabla to tha 
public In Auguat 1980. 

Tha coonitBant to Binimlsa anvirotunantal inpaats will be 
embodied by tha Inclusion of environmental evaluation 
criteria in the solicitations. 

IV. IMPORTAMCE OF ■mK TRAM8ITI0HAL 
IHTERIM DPA ACTIVITIES 

Tha prograsB In tha laat 15 BK>ntha towards developing domestic 
l^oduotlon capabilltlaa for synthetic fuel* which have natiaaa.1 
defanse applications has been dramatic. It was March 13, 1979, 
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whan I first tastlflad to thia Subcoimittaa on tha urgancy 
bahind davaloplng auch a dcnaatle aynthatlc fuel capacity/ 
Inditatry* Thia Subcconittaa took ita embryonic idea of.' 
utillaing the DPA to aaaiat in thia task and carried It to 
the aucceaaful atage of Inplemantation exemplified by the 
progreas report It is receiving today. 

The characteriatic Which diatinguiahea the aynthetic fuel 
production activitiea which can be financed under the interim 
DPA authority la their focuaed dedication to national defenae 
applicationa. Thia appaara to point to primary enphaala being 
placed on liquid fuela derived from aynthetic fecdatocka auch 
aa ahale oil, coal llquida, and poaaibly coal-oil mlxturea. 
The econoniica of refining or procesaing will, of courae, Impact 
on the Sovernment'a choice among auch potential contendere. 

The role the IX>D can play here aa a guaranteed purchaaer of 
aynthetic fuel* can benefit the country aa a whole inaamuch 
aa large civilian aectlona of the itiarektplace , auch aa the 
commercial aviation and ahlpping induatriea, could be con- 
aumers of aynthetic fuel producta ■ Thia added benefit will 
aerve to put into place a ccmmer daily repreaentative aynthetic 
fuela industry, capable of serving a broad apectrun of consumer 

DOD, on the other hand, can alao expect to benefit £rcBi the 
development of a aynthetic fuela induatry whoaa aconcraicB la 
determined by a large cenpetitlve marketplace compared to 
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on« whos* survival Is tiad to a alitgl* public cuatoawr. 
DOE' a managamant of all tranaltlonal aynthstlc fu«l produc- 
tion funda appropriated by the congraaa allovra til* Govarn- 
mant to tska advantage, in an integrated way, of the Innova- 
tive morJtet development capebllitiea in the private sector. 
This ia the moat efficient vay to develop a much^needed domeatic, 
diveralfied alternative energy supply capiacity. slmultaneoualy , 
it allows industry to take advantage of the best combination 
of financial assistance packages available under the interini 
DPA authority or under the NNA. 

DOE ia coomitted to using its transitional raaponslbllitiaa to 
provide this double-edged advantage to both DOD and to Industry. 



V. PIMAMCIAL AS3ISTAHCE CAPABILITIES AVAILABLE FOR 
TRAHSITIOMAL ALTERNATIVE FUEL PRODUCTION PROGRAMS 

The Consresslonal authorities and appropriations mentioned 
earlier, while soBMwhat different in tenna of generic authority, 
provide a coherent related program to stimulate actual con- 
struction and operation of alternative fuela production 
facilltiea. 

Both the DPA and HHA procedures have a common goal; namely, 
to provide, a* rapidly aa possible, a broad industrial base 
for the production of alternative fuela preparatory to the 
operation of the Synthetic Fuela Corporation. In particular, 
in the caae of the Defsnae Production Act, synthetic fuels 
for national defense appllcationa are specified. 
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In davaloping this Industrial ba**, aponaora of aynthatlc fuala 
pEojects, including developers as well as Chose providing the 
financing, could look to alther the tWA or the intarln DPA 
for three distinct types of financial support. These are 
(1) guarantees against financial loss if the project is not 
completed; (2) the subsidy needed to equate the market or 
contract price with production and diatributlon cost; and 
(3) a certain market far all or a portion of the product output- 
All project sponsors will have an opportunity to propose against 
one or more of these types of financial support to provide the 
credit worthiness and/or market asaistance necessary to finance 
the project. 

Both Acts have the capability if necessary to provide all three 
types of financial support in one or more ways • 

During production facility construction, we anticipate that 
uncertainties about scale-up to a commercial-slEa plant, 
inflation costs and other risks aasoclatad with a pioneering 
plant nay Induce some project sponsors to seek a sharing of 
th« project's completion risk through loan guarantees. 

under the Defense Production Act, the program would be directed 
toward conmltDenta to purchase fuels foe defense needs, with the 
additional benefit of simultaneously broadening the consMrcial baa* 
of alternative fuels production. 

To provide for subsidy assistance without a market guarantsa, 
price guarantees are specifically authorised and funded under 
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th* F*d«ral NHA. Purchaa* agr*en«nt* undar th« DPA, howavcr, 
can be atructurad to aerve tha purpoaa of prlca guacarit.*** 
with a typa of contractual arrangement whlcli provides "that the 
President has the right to refuse delivery of the synthetic 
fuel involved and to pay ... an anount equal to the amount by 
iiAiich the price . ■ . , as specified In the contract . ■ . exceeds 
the market price." Similar provisions are provided under the 
HHA, wherein both price guarantees and purchase contmitments are 
authorized. 

V. COMCmPIHG COHMEMTS 

The President and the Secretary of Energy have enphaaised repeatedly 
the importance and urgency of building a diversified domestic 
energy supply capacity that will free the country from 
crippling dependency on uncontrollable foreign sources of 
energy. The Secretary has also placed a special emphaais 
both when he was Deputy Secretary of Defense and now as 
Secretary of Energy on talcing all possible actions to 
meet the energy needs of national defense. 

This alternative fuel production responsibility the 
Congceas has assigned to hin during the period of tran- 
sition to th« SFC, has his direct attention and support. 
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Chairman Moorhead. Thank you, Dr. Davis. 

The subcommittee would now like to hear from you. Dr. Bement. 
If you prefer, without objection, your entire statement will be made 
part of the record. 

STATEMENT OF DR. ABDEN L. BEMENT, DEPUTY UNDER SEC- 
RETARY FOR RESEARCH AND ADVANCED TECHNOLOGY, DE- 
PARTMENT OF DEFENSE, ACCOMPANIED BY GEORGE MAR- 
lENTHAL, DEPUTY ASSISTANT SECRETARY OP DEFENSE, 
ENERGY, ENVIRONMENT AND SAFETY; AND RICHARD E. 
DONNELLY, DEPUTY DIRECTOR, PRODUCTION RESOURCES, 
OFFICE OF THE UNDER SECRETARY OF DEFENSE 
Dr. Bement. Thank you very much, Mr. ChEtirman. 
Yes, I would request that. 

In my remarks I specifically plan to respond to your invitation to 
describe the Department of Defense role in implementing the 
Energy Security Act. Before getting into those remarks, I would 
like to meike some comments on why the Department of Defense 
places importance on synthetic fuel, the basis for our requirements 
for synthetic fuels over the next decade and also what actions the 
Defense Department is taking to meet those requirements. 

As all of us are aware, that guar£mteed access to mobility fuels is 
essential in assuring national defense whether we are at peace, in 
time of crisis, or at war. 

At the present time our primeuy need in a highly mobile force 
structure is for mobility fuels. In 1979, 87 percent of DOD's total 
petroleum consumption was for mobility fuels for eurcraft, ship- 
board, and land-based mobile systems. 

These fuels were in the form of turbine fuels, marine diesel fuels 
and automotive fuels. 

As we look ahead to the future, we see a number of disturbii^ 
trends. First of all, as far as petroleum crudes are concerned, we 
see that the quality of these crudes is degrading with time, which 
means that the processing costs will go up and the fraction avEuIa- 
ble for producing mobility fuels will go down 

We foresee an early crossover in the price of synthetic versus 
petroleum crude, especially if current escalating trends in the cost 
of petroleum crude continue. 

We see a peaking of worldwide production before the year 2000 
with a decline thereafter and a period of continuing tensions in the 
Mideast which will threaten our offshore sources of supply. 

In peacetime we might expect that the Defense Department 
would be asked to take a proportionate share of any major shortfall 
between consumption and production. Therefore, we anticipate the 
possibility of significant reductions in force levels, readiness, Eind 
activity rates starting about the year 1990 without alternate 
sources of mobility fuels. 

On December 17, 1977, the Secretary of Defense established a 
defense shale oil task force and chained that task force to address 
and make recommendations on alternatives available to the De- 
partment of Defense to meet mobility fuel requirements in the 
1990's and beyond. 

That task force concluded that the Department of Defense would 
have to make an orderly transition from natural to synthetic oil 
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products in the period between 1985 to beyond the turn of the 
century. Therefore the decade of the 1980's will be an important 
transition period for us. 

To achieve that goal, the Department of Defense has been pursu- 
ing a vigorous program over the past 4 years to qualify synthetic 
fuels for military use. This includes developing multifuel energy 
technology, developing specifications to guide synthetic fuels devel- 
opment by the Department of Energy, investigating the logistics 
required for worldwide use of synthetic fuels by the military, and 
preparing for the transition to synthetic fuels and blends. 

That program includes determining ejects of broadened fuel 
specifications on energy performance and durability. There have 
been a number of successes under the pn^am to date. 

In just the last 3 to 4 years, we have produced 88,000 barrels of 
shale crude on the naval oil shale reserves and have refined those 
to a broad slate of products. 

We have begun tests on most typical turbine engines, marine 
diesel engines, and automotive engines in today's mobile military 
systems in order to determine performance characteristics and 
long-term effects. 

The Defense Fuel Supply Center has recently issued a solicita- 
tion to reflne an additionetl 40,000 barrels of shale crude oil, again, 
for a broad slate of products. 

The Air Force is planning to initiate safe-to-fly tests with mili- 
tary aircraft starting in fiscal year 1981. Between fiscal 1984 and 
1985, the Air Force intends to convert two Rocky Mountain Air 
Force bases to complete sjmfuel use for operationzd validation. 

The requirements of synthetic fuels to carry out the program are 
large. They range from 90,000 barrels of shale crude in fiscal year 
1981 to 7 million barrels in fiscal year 1984. 

Our requirements, however, include both shale-derived and coal- 
derived fuels. We would consume as much as 220,000 barrels per 
day in 1985, assuming that our operational validation prc^ram 
continues on schedule if that should be in the national interest. 

Chairman Moorhead. What is JP-4 jet fuel? Is it anything? It 
doesn't mean anything to me. 

Dr. Bement. I will teU you what that is. JP-4 is a turbine engine 
fuel which is rich in naphthedene, a highly volatile constituent, and 
is used primarily by the Air Force in ijieir military aircraft. 

That is a designator for that type of fuel. 

Chairman Moorhead. Thank you. 

Dr. Bement. We believe a vigorous stimulus is required to estab- 
lish commercial production rates to meet the requirements I have 
just outlined. We believe that the Energy Security Act provides 
that stimulus and the opportunity for a fast start. 

With those comments, I would like to now describe the role of 
the Department of Defense under the Energy Security Act. 

In approaching the act, we have established a threefold policy: 

First, is to qualify synthetic fuels for use in fleets of military 
equipment along the lines that I have just outlined. Having said 
that, I should declare in defining the roles of the principals here in 
carrying out the pri^ram, even though my title is Deputy Under 
Secretary for Research and Advanced Technology, that in no way 
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should indicate that we look upon the act or the implementation of 
the act as a research or advanced technoli^y effort. 

My responsibility under the program is to carry out the testing 
and qualification phases of the program and to qualify military 
equipment for the use of synthetic fuels. That program is the one 
that paces the early requirements for synthetic fuels. Once we 
establish operationiil validation, then we would expect synthetic 
fuels to enter our broad logistics system. 

The responsibiUty for logistics policy under the program will fall 
to George Marienthal who is the Assistant Secretary for Energy, 
Environment and Safety. 

The Defense Supply Fuel Center would be the principal agent for 
the procurement of fuels necessary to implement the act. 

The Office of Acquisition Policy, which also falls under Under 
Secretary Perry, who has responsibility for research, development, 
and acquisition, would be responsible for interpretii^ the use of 
Defense Production Act legislation. 

We intend, as additional policy, to provide whatever assistance 
we can to the Department of Energy to meet the objectives under 
the act. This consists primarily of the making available the assets 
in the Defense Fuel Supply Center to carry out the solicitations 
and the procurements under the program. 

As the third part of our policy, we intend to assure a common 
approach and consistency in implementing the executive authority 
under title I and a smooth transition from interim DPA authority 
to the establishment of the Synthetic Fuels Corporation. 

The act in its present form does provide an active role for the 
Dejiartment of Defense inasmuch as the Department of Defense 
will be a consumer of synthetic fuels produced under the program. 
This will provide an early market pull for industry and will pro- 
vide a necessary incentive for capital investment. 

The Department of Defense has been actively participating with 
the Department of Energy in all aspects of energy conservation, 
energy development, and energy use over the years. We have been 
active in working with them in preparing the current Executive 
order, draft Executive order, which delegates Executive authority 
to both Departments. 

Under the Executive order, the Department of Energy has the 
lead role as far as using the Defense Production Act for production, 
allocation, and distribution. This is already consistent with Execu- 
tive Order No. 11790, which also provides similar authorities. 

The Department of Defense is providing available resources and 
is working closely with the Department of Energy in initial pro- 
curement actions. This involves representation at each level and in 
eill activities in the solicitation, review, and selection processes. We 
have submitted to the Secretary of Energy our mobility synfuels 
requirements, our total fuel requirements, and current technical 
specifications for the procurement of fuels. 

We are also sharing with them our market survey information 
and responses from industry on terms and conditions for fuel pro- 
curement. 

We are currently developing a management implementation doc- 
ument to define responsibilities and working arrangements be- 
tween the two Departments. 
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In short, we believe that success in implementing the act will 
require the close interaction and reeources of both Departments. 

In closing, I appreciate the opportunity to appear before you to 
make this statement. The Department of Defense is especially 
grateful to you, Mr. Chairman, and to the Congress, in rec<^nizing 
the immediate need to establish a secure domestic source of mili- 
tary synfuels to satisfy our future defense energy requirements. 

[Dr. Bement's prepared statement on behalf of the Department of 
Defense follows:] 
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Hft. Ca/tTOttN AMD MEKBESS OF THE COHMITTEBl 



It !■ wt pclTllega to have th* oppottunlty ts dlicaa* DoD'i lDt«iaat In aratlMtlc 

fuels ultti rou. pHCtlcuLirly la t^sy Talata CD jiBBured suppllag ot definae aoblllt]! 
fuels. In ay renarks 1 apeclflcslly pUa Co rupanil to your invltstlon to daacrltw 
the Depsrtiunt of Defcnev's role In lnpleiiHntl.ng the nobility fuelB BiatgnitBnt under 
Che Enargy Security Ace of SflO. I believe chat considerable progKaas hiB been oade 
la Tecaal Banths In tespaaBfi Co DoD and the Hstlan a needa. The Congress end you 
In particular, Kr, Chilrran, deaarva conalderahla cradle for your (aT**t|hC la 
brlngtng the Energy Sacuilcy Act «SA) Into belog- 

I m iccompanled todey by George HaTienChal, Deputy Aaalalant Secretacy of Oafena* 
for Goergy Envlronnent and Safety, and Klchard Domially, Depucy UraccoE far 
Pro duct Ion Re source a. 

The DoD policy trlch leapect to ayocheclc fuala la threefold. The flrac la to 
qualify and teat synthetic fuela to laBure the Services that theae fuela eaa be 
need In fleets of military englncB, The eacotid Is to provide aaaUtanca to cha Doe 
and other Couerniienl; agencies Co Achieve early synCuel production capability Co aeec 
national security oblectlves. The third ts Co aasure 3 coniton approach and csneletency 
In Inplenentlng executive authority under title 1 of the eSA and In bringing about a 
anopth tranaltion from the Interlo Befenae Froducclon Ace (DM) auchotlcy Co ch« 
eatabllshinenc of the Synthetic Fuela Cotpotatlon. 

I. ENERGI REEDS AND COKEMS OF THE DBPAKTHENT OF DEFENSE 

A. Hggd for Secure and Aasured Supplies 

<h]r utlonal security objectives can be achieved only If •" are thocDughly 
prepared to wet eaaential ollltary energy requlrenencs- The cootlouaClon of our 
ability to deter armail conflict, to produce mndern neapoo ayacaM, to aelatalo the 
readlnBHB al out mllltory forces, and to auiipo't mrldulde coonlCaanCs on the acaa, 
la Che air, and on cha ground depaoda on anargy, particularly liquid hydrocarbon 

Accordingly, guaranteed acceaa to aasured suppllea of energy, parclcularly Boblllcy 
fuels, Buet be considered an essential Ingredient In anaurlns our naclonal defense. 
This la ctuB whether aa ace «c poaca, in a cla* of cclsle, oc at war. 

In 1979 approxlustely B7 percent of DoD's total patrolaun conauBptloa, or 405,000 
barrels per day, was for noblUcy fuela for use In aircraft shipboard and land- 
hsaed mobile syalans. Unlike the civilian sector In which approximately 7D per- 
cent Of the petroleun canaunptlnn la in gaaollne and heating oil products DoD la 
cnnalderably more dependent upon the alddle distillate fuela nearly SO percent 
of these middle diatlllate liquid patrolaua suppIleB at* conBuned by aircraft and 
shipboard aysteas, Hhll: DoD pro rata share of the Nation's total eaecgy ussge 
IB comparitlvely snail, the DoD la In face the single largest anargy uaar In cha 
United States and aeeounte (or SI pareeat of the total energy usage by the Federal 
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•nsa tana, due ability to provlda aaaured aupplla* ol aiuriT nacaiaarllr 

re* B aupplT •ytf" ttxt It, to tha ■uclvja «xtant possible. Invulaicable to 
nipclon la both war and paacaClM. Tha 1973-74 oil cnbacgo ptavldcil Ch* 
drawitlc, albalc brief, auopla ot our vulnerability to foreign petroleun 

le unstable candle ions In the Middle Ease and fisccli:~ 
I aefVt aa a conBtanc realniler of the ciplicit allltar 
Lddltlongl barrel of foreign oil Isfiorted to the 
id auarenesB of our Incrtaalng auacepclblllty to tha 
df alllCacy p*aaaure preasurs applied by [hoie 
[rol directly or lAa can indirectly Influanca tha 
AUtaa. 



uUrly IB Iran. ah. 
nilnersbauy ue f 
tj S. Theae events 
potential for poll 

flou ot ell to tha 



alCaTuclva* chat are doaeatlcallj 
lly envlroninentally and socially 
alternstlvea that ire InseniltlVB to foiclgn supply interruptions i 
that are Ineeniltlfe to capricious •cownic and geopolitical aettons. 

In Hartliw, the esaentlal nature cf aisured supplies of aablUcy fuels la obTlau*. 
1 aaauaa that In uartlne nlUtary Eual renultement unuld have top priority aw) 
could b« jiatlafled by » conblnatloa of doiiaatlc prodocClon, conservation, raalloeatloa, 
and use of Btrategic reserves. However there Is a broad IndustrUl bat* auppartlng 
the lallltary chat would atso have Co drau on available aouccaa. 

■- Pop Coneeras About the SypChellc Fuels Industry 

He ballan that rapid de'elopdenC sf an Induatrtal baae to produce synthetic fuala 
Is asseiitlal to the national vell-bclng. /dntnlacratlon and Interested Industry 
oftldala have spent -a conalderable amount of tine and effort planning this develnpaent 
ifltli proper regard for envlroniuntal and aoclosconoBlc Inpacts- He belleae that the 
technolojy 1b available for an tiunedlace »carc-up ot synthetic fuels production. 
This pioductlun Is teaalbla without adverse lupact or t)ot dlaniption of traditional 
econonlc pattarna, nationally or regionally. 

Ha have already bagun to taVe tha neceaaacy atepa with DoE to atart procuraiaant 
action* necessary to provide DoD with synthetic fuels. In ihla regard w» hava 
flBBtgned to Che Dafeoaa fuel Supply Center the reaponalhlllty to purchase theae 
ayathetic Cuela by type and quantity oacaaaary to Baac DoD's raqultoiaaata* 

Uorltlng with DoE, n hope to speed up the developnent of * vlabla synthetic fuel 
Industry la thla country. Tha etforta, trtilch to date hava baan frtgMated, irill be 

of the nation. 

To date, tha eaphasta has baan on proving tha ctchnology OHdad to produce aynthatle 
crude oil from varloua sources. Ue believe It Is dOU appropriate to devote atteaclon 
to proving the technology (or refining Che crude to desired end-use products, and to 
addreaslng Che problonB of synthetic fuel dlacrlbutlon, supply and aCorage. As a 
coneuner the DoD la particularly interested and concerned with these facets of tha 
effort Ue -are ready tad willing to woric with DoE to reaolve any tachoologlcal 
and logistic problena that nay be ■ssoelatad with these laauee. 
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XI. DEFAJtlKENT OF DBFIMEB lOLI TO IKFLIHEirT TBI UKICT SECDKtn ACT 

A';~ lirllit AtClaM 

Tha Dot h«a th* lead ral* In laplaaantlni tb* iBict; Sacurttr Acc> The Act pTorUw 

4n (CClve role foe DaD and caatsnplatcB that DoD alll be a conaiucr o( aaaa of Iha 
ayathetlo fuel* production. The SoD li preparad to notlt Mtth BoE Co l>»la«aBt Eta* 
flKC gt9g«a of tha pio(raB undar tha Enirgy Sacurlcy Acti Ue are pcepacad to ua* 
■yncheclc fuels ■••clag due specif lea dona and to Tx aupportlve of other GoBeroBent 
■gcnclaa io tarrying out thalr leipanalhllltlei In laprovlng the Hittoa'a aaargy 
plctuia. In particular we afe worlcing cloaelj with DoE and wlU otfac all anllabl* 
DoD raaourcaa to aaalat th« DoE In laplaaanttnt tha Act. 

DoD haa baau teiclng aynthetlc (oala alne* 1970 to datanin* lAan thalr characterlitlei 
aaad to he changed to take full advantage of a full alace of rsflned aynthetlc product! 
far oUltery uae. Our R&D affoTta have nade notable piogreaa In conpanent and engloa 
teitlngi Our engine teat program li conclnuiog with a gleu to futthotlng the davalofant 
of BiltlfuBl <ngfnea, adjuBtail iiiEclft cations and engine petCoraance and veat •valoatloa. 
Vhlle the use of lynthatlc fuala is not coneldered i najor tachnlcal barrier, daaan- 
■tritlag the aulcablllcy of ayaihetlc fuels in varloua end uae ayataoa li of [Bportaoce 
la eacabliHhlDg the overall ecoooalca and aarlteE potential of ttaa aynchEtlc fuels 
Induatcy. Vlth csap.ct tO tha DoD Intarea It la eaaentlal that the aultablllty 
of BynthFtli: luelB b« fully aaeeaaed hefota the Aned Forces acquire and use thaae 
fuels at they bscoisa auallible In large iiuaatltteii The authority in the Uglslatloo 
vhtch provides for a (aat atart tlnulus for national dafenae purpoaaa wa hope will 
panlt ua CD aequlra that {[uantlty of teat eynthetlc fuels which we need iBBcdlataty 
loT qualification taatlng. This utll need the cooperation of tha Department ot 
BnaE(y. In thla regard Ic t* Inportant that our actlTlCiea tie carried out in luCh A 
nay aa to aaauca cooalacenty with, and prowtde a snooth tranaltton to, the SK. It 
la this lonter ta» ptograa of the corporation which will ultinataly finance aoat of 
tha aynthetlc fuala production at thla eountry ovar the next 10-1} yaan. 
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DoD la continuing a coqirahenalie validation progTaa In cooperation with 
: Jet anglnaa using synfuela. 
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III. BBndlT)ffiNT OF DEFENSE AND KPAETHENT Of EMEKGV INTEMlCTIORS 

HWDbec* of th* Dcparoanc q( Defauc and Che Dcpictnanc of Ensrg]' c«csgalEa chair 

Daparciunci nceclng oblacclve* mote iBpUly tc tha benaflc of cha lacion. In (•rleu 
trtxt ot Bucual Incataac spproxlJiaKl; SO tntaragancj' sBra«>anCa hava baen conaiBatnl 
flon 197S to 19S0. In Cha aoblllcy fualt uaa, two agracaenca hava baan davalapad 
and an addlclonal ona la undar dlacuailon ac tba praaaat Il>a. On March 10-12 1960, 
a Joint DoD/DoE EnaEgy Acclvlclaa Unrkahop waa held Co bring togachar all tha axiaclal 
InCeiacElng acclvlclaa and Co aunlna and aspand Chan uhara nacaaaary. A raaulC nf 
Che naacInE Included the aatabllahaanc of policy laval and mrklng level coaaltMa* 
which Involve Che nanagera of boch daparcaanca. Aa a leaulc of cheee ectlvttlaa 
aoce excenalve Incataccloo la planaad for FY 19B2 and beyond, and new InlCtatlvaa 
dlrecced ac reducing Che Depactoeoc of Oefenaa'i dependence on forelsn oil will b* 
undec taken. 

IV. CONCUIDIHC BEHUIKS 

He. Chalraan, I appraclace having Che oppoccnnlcy Co appear bafoie you end pTMant 

the vIeHH of the DeparCBeac of Defenaa an aynchacic aobtltty fuel*. 

In auDury, wa halleve Che »la of DnD aa a conauaaT can be fully realliad chroa|)i the 

Act aMndnaaca provide DoD with the ability to develop an acceaa Co aoblllcy fual 
■uppllaa chat could be eaaenclaL Co the DoD niailon. Looking to Che foreaasabla fntuia, 
ve now eee soae relief Co our dapeiulance on foreign source of energy which, conaidarlsg 
the reallcy of DoD dependence upon liquid hydrocarbon fuela, la a valcOHa change. 
Through conaecvacion and energy Baaageaent ue ahould be able co Improve further our 
ablltcy CD (BClaCy defenaa anergy requiraaenls In the near tern with addlcloiul 
opClona available to ua for developing longar-cara contingency plana for energy 
aupply. 

Chairman Moorhead. Thank you. Dr. Bement. 

At the opening of the hearing, the Chair announced that opening 
statements would be deferred until after the conclusion of the 
prepared testimony. 

I will now take this occasion to make a few gentle remarks. 

A little over 1 yeeir ago, the members of this subcommittee 
recognized the fact that the time had come to bite the bullet on 
synthetic fuels. For yeau*s our scientists have been saying, "Give us 
another year and we can produce a better system for producing 
synthetic fuel." 

This subcommittee recognized that if we waited 1 more year, the 
scientist would say again, "Wait 1 more year and we can produce 
an even better system." 

Under our democratic system, some institution has to bite the 
bullet and say "Damn the torpedoes; full speed ahead." 

It was the lot of this subcommittee to make that choice. Mem- 
bers of the subcommittee, I am proud of you for the courage you 
displayed in making that decision. 

Let me restate 5iat decision for the benefit of our witnesses. 

The decision was to make the leap from research, development 
amd pilot plants into economically sound commercial production of 
synthetic fuel. 

The House of Representatives, by a vote of 368 to 25, agreed with 
our leap into the future. 

After that, the U.S. Senate and the President agreed. After that 
the House-Senate conference committee, which I had the honor to 
chair, not only agreed, but expanded on our original concept. 

The attitude of the White House and the Congress was changed. 
It is clear to me that the mind-set of the bureaucracy has not. 
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For that reason, I would say to our two witnesses today that I am 
displeased, discouraged, and disgusted with the statements that you 
have been forced to present to this subcommittee. 

This has nothing to do with the personalities who appear before 
us. No member of the executive branch has been more effective 
and influential in producing this legislation than the Assistant 
Secretary for Resource Applications, Eh-. Ruth Davis, who appeared 
before this subcommittee in her previous incarnation as Under 
Secretary of Defense for Research and Advanced Technology. 

I might say in addition that the Department of Defense here 
represented by Dr. Arden Bement, has been especially enthusiastic 
to move ahead on synthetic fuels to protect our national security 
interests. 

However, I am disappointed that the Department of Defense, 
which this subcommittee ruled to be the lead agency, has hoisted 
the white flag of defeat and surrendered the primary role of pro- 
viding essential Defense Department need for domestically secure 
mobility fuel under the Defense Production Act to the civilian 
oriented Department of Energy. 

I am also distressed by fiie title of the Defense Department 
witnesses. We have before us a very fine gentleman who, however, 
bears the title of Deputy Under Secretary for Research and Ad- 
vanced Technolc^. 

Ladies and gentlemen, you have missed the whole point of this 
legislation. 

It is not "research." 

It is not "advanced technology." 

It is a program for immediate commercial production using 
today's technology. 

This legislation did not originate in a committee deeding with 
research and advanced technology. This subcommittee is a finan- 
cial and business subcommittee designed to give financial incen- 
tives to those members of the free enterprise system who are ready 
to begin the creation of a new industry, the synthetic fuels indus- 
try, right now. 

I now turn to that representative of the executive branch who, in 
my opinion, did more than any other member of the executive 
branch to promote this nationally essential synthetic fuel program, 
Dr. Ruth Davis. 

Dr. Davis, my high regard for you is almost without bound, but 
you come from a governmental department for which I have a 
minimum high regard so far as synthetic fuels are concerned. 

I know that you and the Secretary, who came from the Depart- 
ment of Defense, realize that prompt and immediate fiction on 
synthetic fuel is absolutely essential to the national security of the 
United States, and that immediate creation of a new synthetic fuel 
industry is essential for the achievement of that objective. 

As a member of the Government Operations Committee, I was 
"present at the creation" of your Department. 

I know that we created the Federal Energy Administration and 
the Energy Research and Development Administration, 

I know that the agencies we created were primarily nuclear 
oriented and research oriented. 
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I know that the bulk of the personnel transferred to those agen- 
cies were primarily scientificaliy oriented rather than business 
oriented. 

When we on the Government Operations Committee reported a 
bill to create the Department of E&iergy, we hoped to change that 
orientation. 

Based on the testimony presented before this subcommittee 
today, I must concede that we obviously have failed. 

Your title, Dr. Davis — Assistant Secretary for Resource Applica- 
tions — does give me encouragement, as does your personal dedica- 
tion to the business concept that this subcommittee has been trying 
to foster. 

However, there are words and phrases in your testimony, prob- 
ably imposed from on high, that persuade me t^ere are troopB in 
your Department who have not yet grasped the fact that the Con- 
gress of the United States and the President of the United States 
have determined that the time is now for thU country to unlea^ 
the hobbled talents of the free enterprise system to produce essen- 
tial synthetic fuel for the national security and economic well- 
being of this country. 

The purpose of this subcommittee and the Senate-House confer- 
ence committee was to use primarily the purchase agreement and 
price guarantee mechanism. That was so that the free enterprise 
system would use its ingenuity to produce a solution to our energy 
problem. 

We did not say that the Government should select the raw 
material, the technical processes, nor the location of synthetic fuel 
plants. 

We did not intend for those to be Government decisions, but 
private enterprise decisions. 

Again, this subcommittee, which originated and ultimately 
passed this legislation, is not a scientiAc committee; it is an eco- 
nomic and financially oriented committee. Our message was to 
industry emd that message was, "With minimum Government as- 
sistance and interference, we want you to go, go, go." 

The testimony you are about to present to this subcommittee 
clearly shows to me that the top officials of your Department have 
not received that message. 

Your testimony indicates to me that your Departments clearly 
lack the willingness to let the decisionmaking and the risktaking 
process fall on the shoulders of the private enterprise system. 

Your testimony indicates to me that there are influential mem- 
bers in your Department who still believe that big government 
knows best. 

The objective of this subcommittee and the Senate-House ^aifer- 
ence committee was to maximize private decisionmaking and iffi- 
vate risktaking. The objective of this subcommittee and the Senate- 
House conference committee was to minimize Government inter 
vention so that this country, using the best combined talents of 
private industry with Government support, could achieve the 
future today. 

As the former chairman of that conference committee on tiie 
Energy Security Act, I have a series of meseeiges I am commission- 
ing you to relay to the administration: 
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First, we want the Executive order signed now and put into 
immediate effect. 

Second, we want the solicitations for defense fuels and any 
needed financial assistance to go out to industry now. 

Third, we want the selections and negotiations to proceed as soon 
as possible thereafter. 

They should all be in place before the end of this calendar year 
even if some are in the form of conditional commitments. 

I would like to see those contracts signed and in place before I 
leave the Congress, and that would be January 3. If you want to 
have somebody mean and nasty pushing you around — maybe — 
although I think my good friends, Stewart McKinney said Jim 
Blanchard, will carry on very ably. 

Fourth, we want the ground broken for the construction of the 
first plants early next year so we can take advantage of the full 
construction season. 

Fifth, in short, we want you to comply with the letter and full 
spirit of the law which the President signed by his own hand June 
30. 

That law directs the President to take "immediate action" to 
develop a synthetic fuel industry for defense purposes. 

We are demanding nothing more than he already has sworn to 
wholeheartedly and solemnly do. 

Mr. McKinney, do you have any comments? 

Mr. McKiNNKY. Mr. Chairman, you were so eloquent that I think 
I broke my tyjwwriter. 

Dr. Davis, I have to say it is a delight to see you. I have quoted 
you many times, not your secret testimony obviously, but your 
public testimony. 

Frankly, you scared me a year ago. I think this whole subcom- 
mittee became galvanized into more dedication than we thought we 
could possibly have. 

It seems to me I remember you had a little trouble testifying in 
front of us that day. You were sort of abandoned by the Deirart- 
ment of Defense somewhere between here and the Pentagon. You 
came forth and said your piece and got us going on ^lis loi^ 
course. 

I really don't see where much has changed. I was going to write 
you a letter and congratulate you on your move to DOE, but then I 
thought, why should I write a letter and congratulate you when I 
think we should probably abolish that oi^anization. 

I was f£iscinated to note in talking to some of my friends at the 
Department of Agriculture — and they are few and far between 
since Fairfield County is not known as a farm belt town — that at 
the mutueil meeting to set gasohol policy under title II, DOE had 
the great commitment to send consultants and the Department of 
Agriculture representatives had to walk out because they sent 
policymakers. You can't make policy with consultants. 

No matter where I look, I see my good friends down at HUD, 
where some amorphous GS figure by the name of Joseph Sherman 
has decided that he can set the policy of the U.S. Government by 
stating that in essence the conservation bank is a disaster, al- 
though the President and the Congress thought otherwise; and that 
he is going to — he called it a dog, excuse me, and that he is going 
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to set the income levels for the solar bank at 80 percent of median 
income when 35 Senators and 18 Congressmen discussed the ver; 
issue of median income for over 3 very hot days. 

No matter where I look, the bill is being subverted and the 
purpose is being subverted. The whole point in this little commit- 
tee, the Economic Stabilization Subcommittee — whoever heard of il 
acting through the DPA was to get through this Cor^ress what we 
had not been able to get through since 1974 by, I suppose, pulling 
an end run, I guess you could call it. 

Somehow or other we all got galvanized. I would just like to Ba; 
as we sit here, what I said on the floor of the House when we 
pursued the Energy Security Act. Mr. Chairman, it won't take me 
very long. 

We sit here as a nation declaring we are the leaders of the free 
world. Yet if our energy were cut off tomorrow, we could not lead 
anything. We sat in the Economic Stabilization Subcommittee re- 
ceiving testimony from the Department of Defense, from the Treas- 
ury Department, and the GAO, telling us we really do not have 
. any options. 

Could we save Saudi Arabia today? Questionable. 

Could we save Israel today? Questionable. 

Our energy situation has put us in an intolerable position. We 
cannot do what the British did in Suez which is declare a victor? 
and leave. We can't do that. 

Or we can push the big red button. Thoee are our options be- 
cause we do not have the ability, we do not have the power, we do 
not have the energy to sustain this country's position in the world 

Our European allies in Venice as much as told the President of 
the United States to pack his bags and go home; politely, but titey 
said it. 

Why? They see the United States with an economy out of con- 
trol, an enei^ policy out of control, our foreign policy out of 
control, and they realize that the whole Western World's economy, 
military, defense, and everything is based on the U.S. economy am 
U.S. military m%ht, both of which they perceive as gone. 

The stakes are so high that I can't comprehend what is happen- 
ing. I have talked to some of my good friends in the Senate. I 
would agree mildly with the chairman: We are not goii^ to let go 
on oversight of this issue. If we have to have people from down- 
town every day from now until November 4 and beat them over 
the head with sledge hammers, we are going to do that. 

This bill was pa^ed to put a program into effect immediately. To 
be talking merely technology, experimentation, is not what we 
wanted to do, if for no other reason than to tell the rest of the 
world we are serious about synthetic fuel production. 

I don't care, quite frankly, if my constituents know I am willing 
to blow $20 million in a process that is not perfect. At least I want 
someone in the world to know that we are tired of throwing $90 
billion across the ocean every year. 

I have to sometimes question my friends down at the Depart- 
ment of Defense, I have sat in strategic briefings listening to the 
horror of our just tryit^ to maintain 30-odd ships in the Arabian 
Gulf 
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I am requested to "register" Americain citizens for the possible 
draft, because we are so concerned about the energy issue. Yet we 
are not doing a darned thing about it. 

Thank you, Mr. Chairman, for letting me go past my time. 

Chairman Moorhead. Mr. Blanchard? 

Mr. Blanchard. Thank you, Mr. Chairman. 

I think this subcommittee and our Congress owe a great debt of 
gratitude to you, Mr. Chairman, and our ranking member, for 
having persisted on the subject of synthetic fuels for so long and 
with such tremendous influence and success. 

I guess I would concur with what you have said and only add one 
footnote. That is this: It struck me throughout the deliberations (^ 
the synthetic fuel bill that for reasons of laissez faire economics 
and ^so special interests, that there were those within the admin- 
istration and in private industry who wanted to see not a meissive 
development of synthetic fuels but a controlled development and 
perhaps a slowed development of synthetic fuels. 

From the deliberations of some Senators, and now it appears the 
conduct of the administration, it would appear that a priority has 
been placed on controlling the growth of synthetic fuels rather 
than spurring it. That will mean a slowed growth without DOD 
acting as we have insisted and l^islated. 

I think it is a disgrace to the Nation if inaction continues, 
certainly an insult to the Congress, probably a disregard of the law. 

It would appear that once agtdn laissez faire economics and 
laissez faire conduct is a response to an important national emer- 
gency. I think it is a terrible tragedy and a hoax if we are goingto 
go out to the people and talk about a massive £ind eiggressive 
synthetic fuels program. 

I can't understand why contracts weren't eJready written up, 
ready to be s^ned, when the President had his important celebra- 
tion at the White House several weeks ago. I don't direct my 
commente to any of you in particular at all, but certainly my 
frustration equals or exceeds that of my two distinguished col- 
leagues who, again, I think all of us on the subcommittee can be 
proud to have served under, especially our departing chairman, 
BUI Moorhead. 

Thank you. 

Chairman Moorhead. Thank you. 

Mr. Green? 

Mr. Gbeen. I think it is important that I set forth for the record 
my concurrence with the chairman and the ranking minority 
member as to what our intention was when we acted on the syn- 
thetic fuels legislation. While it is unfortunate that that legislation 
got caught up in a very extended conference, nonetheless it certain- 
ly had been my hope that, at the conclusion of that conference and 
the signing of the legislation which evolved from it, the executive 
branch would be ready to be off and running on the program for 
commercial production equivzilent to 500,000 barrels a day of oil. 

1 think it v/as very clear from the testimony before us when we 
considered the synthetic fuels measure that there did exist a com- 
mercially viable technology. Examples of such technologies were in 
use in South Africa and in Breizil. I think it was very clear that 
this Congress and the President by his signing of the bill, were 
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prepared to pay more than the going market price for oil in order 
to bring that technology into large-scale existence in the United 
States. 

I, therefore, share the concerns that have hitherto been ex- 
pressed today that that does not seem to be proceeding at the pace 
we anticipated a year ago, and that we do not seem to be moving 
rapidly on the kind of crash program that this subcommittee had 
anticipated as we worked on the synthetic fuels legislation. 

I yield back the balance of my time. 

Chairman Moorhead. Mr. LaFalce, do you have any opening 
comments? 

Mr. LaFalce. Mr. Chaiirmem, I would like to get on to the ques- 
tioning. The only thing I would like to do is register my complete 
concurrence with your opening remarks. 

Thank you. 

Chmrman Moorhead. Mr. Hinson, do you have opening re- 
marks? 

Mr. Hinson. Mr. Chairman, thank you very much. I could not 
agree more with the eloquent statements you made and our distin- 
guished minority member made. If the chfiirman of this subcom- 
mittee leaves no other legacy to the American people other than a 
working synthetic fuels program, it would be enough. 

Mr. Chairman, you have left a long and distinguished record of 
achievement and service in this Congress. I would like to take this 
opportunity to say we are going to miss you very much next year. 

Another member of this body, one of my predecessors in this 
office, once said it was hopeless to expect any Federal agency to 
make a wise decision if it had the option of making a stupid 
decision or simply making no decision. 

This bill passed the House and was signed by the President. I 
don't believe it provided the slightest discretion to the President or 
to the Department of Energy or the Department of Defense or 
HUD to abrogate arbitrarily the mandate that is contained in this 
landmark legislation. 

I hope this subcommittee will go forward to find out the reason 
and the individuals responsible for attempting in some way to 
sidetrack or abrogate the intent of Congress and the needs of the 
American people to have a usable, workable synthetic fuels pro- 
gram so that we can become once again energy independent in this 
country and meet our national defense need which I perceive as 
the most critical need of this country. 

I certainly intend to cooperate fully with this subcommittee. I 
hope the distinguished representatives of the Federal agencies here 
will take back a message to their people: This subcommittee and 
this Congress doesn't intend to sit back aind let the intent of the 
Congress and the intent of the American people to have a workable 
synfuels program be thwarted. 

I yield back the balance of my time. 

Chairmfui Moorhead. Mr. Eveuis, do you have any opening com- 
ments? 

Mr. Evans. I fully support your statement, Mr. Chairman. I have 
no further comments. 

Chairman Moorhead. Mr. Paul? 
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Mr. Paul. Thank you, Mr. ChfiirmEin. I do have a short state- 
ment. 

I happen to take a different viewpoint from what seems to be the 
ctmsensus of the subcommittee this morning. I am not a bit sur- 
prised or locked at the complaints that are levied against the 
syniuels prc^ram. They are exactly what I expected. 

The thing that really surprises me is that the discovery was 
made so soon. Here it is only 30 days, atnd they have silready 
discovered the program is a feiilure. 

I commend the Bubcommittee for discovering that things are not 
working as well as anticipated. I am not very optimistic that drag- 
ging people from downtown over to this subcommittee on a day-to- 
day basis from here to November will do one bit of good. It is not 
going to do any good. 

I compliment the subcommittee, though, for the good intentions 
of developing synthetic fuels. I wholeheartedly endorse the concept 
of the synthetic fuel program and the need for it. I just happen to 
believe that the Government is the wrong agency for developing 
this prc^am. The intention has to be complimented. This can 
hardly, however, be construed as a free enterprise system. 

When you incorporate Government fundii^ and Government ini- 
tiation, you cancel out the market economy no matter what kind of 
label you put on it. 

To be correct and efficient, to achieve what we want to achieve, 
we must do it through the private marketplace. The money must 
come from the marketplace. There must be an intent to make 
profit, and there must be people answerable to the individuals who 
invested the money, to the stockholders. Without that, you can't 
achieve it. 

When the post oflice was changed to a so-called corporation, so it 
would be run in a more businesslike manner, it chained the name 
but not the efficiency of the post office. 

Therefore, energy needs cannot be satisfied by Government pro- 
grams, no matter what their names. These programs are the prob- 
lem, not the solution. 

Chairman Moorhead. The subcommittee will now proceed under 
the 5-minute rule. I caution the staff that they keep a close time on 
the chairman because I have more things that I want to say than I 
can do in 5 minutes. 

I would like to ask both of you a question: I can understand why 
nobody in either department took action when this subcommittee 
acted over a year ago, or even when the full committee acted, 
because at that time nobody believed that a synthetic fiiel legisla- 
titm could originate in the Banking Committee or the Economic 
Stabilization Subcommittee emd be passed, but after that, the Presi- 
dent announced his support, the Senate started to take action. 
Well, maybe then you should not have — can't be faulted for not 
having started action. 

But the conferee met in December, agreed in principle how the 
Defense Production Act and the Synthetic Fuels Corporation would 
be both melded. Well, there were still some pitfalls, and maybe you 
still shouldn't be faulted. 

But in March the conferees reached final agreement on the 
synthetic fueb, title I of that b^ bill. It seems to me at that time 
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you should have had the Executive order drafted, the forms for 
solicitation for bids drafted. The handwriting was on the wall: 
There was going to be a bill signed. Title I was ^^eed upon. 

Now you are saying we are drafting an Executive order, we are 
drafting requests for proposals, and we think we can get them out 
in August. Why? Why aren't you ahead of the game? Why couldn't 
you hit the ground running on the afternoon of June 30? Is there 
any explanation for that? 

Dr. Davis. Let me start off, Mr. Chairmsm, and say, first of all, 
that my impatience with the speed with which we are setting up a 
synthetic fuel industry matches those of the speakers on your 
subcommittee. 

Let me point out that I have no Intent to apologize or no intent 
to excuse the Department of Energy, I would like to just simply 
make the following points about what has been done. 

We did start in November last year in the Department of Energy 
to implement the interim synthetic fuels activities requested by 
Congress, and rightly so, under $2.2 billion appropriated to the 
Department of Energy. 

■This was the intent of Congress to not wait until the Synthetic 
Fuel Corporation w£is set up, but get going. I heartily endorse that 
intent of Congress to get going in the interim on the synthetic fuels 
industry. 

We were charged within the Department of Energy — and I did 
have that responsibility — of using the $2.2 billion for cooperative 
agreements, feasibility studies, loan guarantees, and price, and 
purchase commitments. The contributions we made in that regard 
are significant in the following sense: 

One, it is the first activity where Congress and the executive 
branch put its money where its rhetoric had been, and where we 
did proceed to allocate the $200 million toward production-oriented, 
not R. & D.-oriented actions. 

Second, we did develop for the first time within the Government 
the kinds of regulations and the solicitations that would allow loan 
guarantees, purchase and price commitments to be solicited. That 
was done on a fast track between November and June of this year. 

So that what we have to offer to you as a result is $200 million 
in programs underway now that are not R. & D. but are aimed 
toward production and synfuel capability. We have also the exper- 
tise necessary in the financial and economic marketplace activities 
which enables the Government to be responsible aloi% with indus- 
try for the development of synfuels activity. That expertise has 
been developed primarily since November of last year. 

To answer further your specific question on the Executive order, 
I would say the Executive order was dependent upon the transition 
and what Congress intended to have happen in the transition 
between the time of the signing of S. 932 and the determination 
that the Synthetic Fuel Corporation would be operational, or fully 
operational, as Congress has stated. 

Until we could see what that interim period consisted of: 
Namely, both in terms of time and in terms of determination — it 
was difficult to draft an Executive order. It was also difHcult to 
draft it until we were assured of what ^encies were going to be 
involved. 
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As soon as it was evident that the Department of Energy and the 
Department of Defense were going to be involved — and that oc- 
curred at the passage of Public Law 96-304 — an Executive order 
was immediately drafted and work began on it to define the roles 
of DOD and DOE. 

We could have, perhaps, presumed that splitting of responsibil- 
ities by Public Law 96-304, and I think we did, but we did not 
presume to initiate formal actions toward drafting that Executive 
order until that kind of time period had been assigned. 

I also have stated in my statement that this Executive order is in 
the fast process in 0MB, with DOE and DOD having fully dis- 
char{^ their responsibilities of getting ready for Presidential sig- 
nature. 

Chairman Moorhead. The worst thing for staff is to obey orders. 

I have this slip saying my time has expired. I do want to just 

Mr. McKiNNEY. Mr. Chmrman, I am going to yield my 5 minutes 
to you. 

Chairmem Moorhead. I want everybody to participate in this. 
Thanks. 

I do want to insert in the record at this time, without objection, a 
list of 18 corporations that have expressed interest to the Depart- 
ment of Defense. I believe this was as of July 17. If there are 
others, I would ask Dr. Bement to supplement that list. I presume 
that DOE is also familiar with that list. 

[The following corporations have expressed interest in synthetic 
fuels to the Department of Defense:] 

Gulf Oil Corp., P.O. Box 1166, Pittsburgh. Pa. 15230. 

Union Energy Mining Division, Union Oil Co. of California, 461 South Boylston 
Street, Lob Angeles, Calif. 90017. 

^>nthetic Fuels Division. Ashland Oil Inc., P.O. Box 391, Ashland, Ky. 41101. 

Paraho Development Corp., 300 Interprise Building, Grand Junction, Colo. 81501. 

Sun Petroleum Products Co., 1608 Walnut Street. Philadelphia, Pa. 19103. 

Phillips Petroleum Co., Bartlesville, Okla. 74004. 

Hoppers Company, Inc.. Koppers Building, Room 152S, Pittsburgh. Pa. 15219. 

Toeco Oil Co., 10100 San Monico Blvd., Los Angeles, Calif. 90067. 

Bio Blanco OU Shale Co., 9725 East Hampton Street. Denver, Colo. 80230. 

Elsxon Corp.. Exxon Building, Avenue of the Americas, New York, N.Y. 

Cities Service Co.. P.O. Box 300, Tulsa. OkJa, 74102, 

Fluor Corp., 3333 Michelson Drive, Irvine. Calif, 92730- 

Geokinetics Inc., 280 Buchanan Field Road, Concord, Calif 94520. 

The Standard Oil Co. (SOHIO), Midland Building, Cleveland, Ohio 44115. 

Hydrocarbon Research. Inc., 1313 Dolly Madison Boulevard, McLean, Va. 22101. 

Oil Shale, Superior Oil Co., 2750 South Shoshone, Englewood, Colo. 80110. 

Colony Development Co.. P.O. Box 5300, Denver, Colo. 80217, 

Occidental Petroleum Corp., P.O. Box 2999, Grand Junction, Colo, 81501. 

Chairman Moorhead. I do this, first, to show the variety of 
corporations that have interest, and also with the thought of in- 
spiring others who might be interested to make their interests 
luiown to both the Department of Defense and the Department of 
Energy. 

Chairman Moorhead. Mr. McKinney? 

Mr. McKinney. I essentially have one very simple question. 

Dr. Bement. Excuse me. Mr. Chairman, may I respond to the 
statements? 

Chairman Moorhead. Yes. 

Dr. Bement. To start with, just a personal note. I hope you will 
judge rae by my convictions, rather than by my title. My convic- 
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tions are very much the same as yours as far as the readiness of 
industry to brir^ into commercial reality current technology. 

That is based on my technical insights. My business insights tell 
me that there are a number of incentives that the Department of 
Defense has identified with industry that will provide the neces- 
sary stimulus to bring that about. 

I might say that we anticipated the bill by at least 4 years in 
terms of bringing about one incentive which was perhaps the most 
important one — establishing a market for the products — not only 
qualifying military equipment for the use of synthetic fuels, but 
also examining carefully the ability to refine these fuels into the 
necessary slate of products and determining required hydrotreatiDg 
and hydrocracking technologies. 

Five months before the bill was signed, we did meet with indus- 
try: namely, the representatives you have just made reference to, 
at the American Petroleum Institute. 

At that time the provisions of the bill and the passage was 
uncertain, but we were also encouraged that the bill would ulti- 
mately be approved. We were also encouraged at that meeting that 
industry was ready to move ahead. 

The major concerns at that time were plant siting, the quantity 
of available crude, the need for crude upgrading, guaranteed pur- 
chases at escalated prices, and, as you pointed out, the minimizing 
of Government involvement. 

It has never been our intention to be on the critical path in fmy 
of these activities. 

Among the representatives that you have mentioned, about a 
third of them, and I am just estimating, were ready to move out 
with guaranteed purchases at market rates. About a third of them 
wanted a guaranteed price at some escalated level that would 
underwrite the processing costs. 

Some of the smaller refineries and producers needed debt financ- 
ing in order to upgrade their refineries and put in the necessary 
headend hydrogen treating facilities to treat the shale crude. 

Nevertheless, in adding up their projections, we felt that they 
could bring production on line even more rapidly than the goals set 
under the Energy Security Act. 

Therefore, I would Eigree with you, at any rate, that this is an 
enterprise that should get underway rapidly and can get underway 
rapidly. 

I should also point out that there are some other requirements 
that are not embodied totally in the act. One is that under the use 
of our stock fund, we still have limitations on multiyear funding. 

We can only fund incrementally. That is an impediment at the 
present time in cairrying out a long-range guaranteed purchase 
agreement. 

Also, I might point out that another need that industry indicated 
was invoking section 103(e) of the Defense Production Act in order 
to obtain the necessary critical materials and equipment to bring 
about plant construction. 

That is also a very major issue. 

I should end by saying that the major worries are really about 
new siting and environmental restrictions at the present time. 
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Chairman Moorhead. Well, I am very pleased that you are not 
bound — feel bound by the title of research and advanced technol- 

I also notice that Mr. Marienthal, who is also here, his title is 
energy, environment and siifety. 

I chaired the subcommittee that had jurisdiction over both of 
those. I would rather see energy alone in this title. Mr. Donnelly is 
production resources. I presume that is broader than energy. 

I am a little concerned about the titles and people being influ- 
enced by them. I used up more than my share of the time eliciting 
the Emswer. 

Mr. McKinney? 

Mr. McKiNNEY. Essentially I have really one question; Where is 
the roftdblock. What is the problem? 

Dr. Davis. Mr. McKinney, I don't think there is a roadblock if 
this subcommittee keeps up this constant vigil to insure that your 
intent, as you stated it very clearly — the chairman's statement, 
your statements I think were excellent statements of intent. It 
gives you a record on which you can maintain a very, very strohg, 
continuing vigil. 

From our point of view, we have already worked with every 
company that has any capability of getting into production through 
the activities we have done since November, whether it is cmiI 
liquids, shale oil, tar sands, heavy oil, enhanced oil recovery, or 
other fictivities which support the Department of Defense. 

We have seen what they can do on the feasibility studies and 
cooperative agreements. We are aware of what they want under 
loan gueu'antees and price and purchase commitments. 

We will be out within the next 2 to 3 weeks with this draft 
solicitation that will enable them to comment back to us. That 
solicitation is the result of our activities since leist November, and 
it represents 7 or 8 months of work wth the financial community. 

I would also point out that the Department of Defense has given 
us the necessary requirements. They have already given us, in 
draft form, their requirements whereby for the first time in the 
Government we c£m go out on a nonambiguous, nontmiorphous, 
synfuel production solicitation; namely, that dedicated to certain 
specific kinds of requirements. 

I don't see any roadblock. You have given us $3 billion, plus $2 
billion more. I think you ought to not assume any roadblock. 

Mr. McKinney. Who is writing the Executive order? Where is 
that going to come from? 

Dr. Davis. It has been drafted. It was put together by the Depart- 
ment of Energy and the Department of Defense people. Dr. Arden 
Bement and I took the lead roles there. 

It has been developed as far as DOD and DOE is concerned, their 
job is done. It is now in the Office of Management. 

Mr. McKinney. Aha. I figured. I just knew it. That was going to 
be my next question. How long has it been at the office of misman- 
agement — never mind. Don't get me started. 

How lor^ has it been down there? 

Dr. Davis. It was signed out of our two agencies on Monday of 
this week, if I recall right. We have Eisked for a fast track. I have 
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asked that our solicitations not be held up while the Executive 
order is being processed for the President's signature. 

Mr, McKiNNEY. Was your testimony before this subcommittee 
expurgated or examined by the Office of Management and Budget? 

Dr. Davis. It was certainly examined and reviewed. They do that 
for all of our testimony. There weis nothing of substance removed. 
Perhaps that is because I have had experience in how to write so 
that that will not happen. 

Mr. McKiNNEY. That makes you extremely lucky. Poor Pat 
Harris. Every time she came up here, she would have six missing 
pages. 

Dr. Davis had an experience like that also a year ago. It seems to 
me when I heard you testify last time, I kept turning over bUuik 
pages. 

The Office of Management and Budget is a wonderful organiza- 
tion. I always thought that that group belonged to the President, I 
find out there are only six people in that orgEmization that the 
President can appoint. 

We still have Richard Nixon down there. I thought we got rid of 
him years ^o. 

I know I said that. I would say it again. 

I think my chairman can promise me when we come back from 
recess, if we are still on this good Elarth, we will have the Office of 
Management and Budget up here, for all the good it will do us. 

I have tried to have them audited, examined, chfised by GAO, 
and everyone else. They just hang up a big sign on the door that 
says "Executive Privilege." 

Dr. Davis. Mr. McKinney, if I may interrupt, I think it is impor- 
tant that I say two things: One is, DOD and DOE are proceeding on 
the bEtsis that that Executive order is being signed. 

Second, the Department of Justice is a key agency in approviil of 
that kind of Executive order. 

Mr. McKiNNEY. I am glad to hear that. Thank you. 

Chairman Moorhbad. Mr. Blanchard? 

Mr. Blanchard. Thank you, Mr. Chairman. 

I am curious. Dr. Bement. In your testimony you indicated that 
by 1984 we could utilize approximately 170,000 barrels a day of 
synthetic fuel. That would involve at least three plants with the 
capacity of 50,000 barrels a day. 

How on Earth would we be able to crank up to that capacity if 
we don't start immediately? 

Or. Bement. I should point out that even projecting further, 
being in a position to assimilate as much as 220,000 barrels a day 
by 1985 — which represents almost 45 percent of our total fuel 
requirements — is really what I would call a very aggressive pro- 
gram. 

You are quite right. Bringing on line the commercial capacities 
is the limiting factor. I merely indicate what our rate of assimila- 
tion is if it is in the national interest. This ought to provide a 
tremendous market pull for industry to use their equity financing 
as well as whatever Government stimulation is necessary to brii^ 
that production online, 

Mr. Blanchard. I have dealt with and talked with some people 
in private industry that are fairly knowledgeable. I don't mean 
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necessarily from the energy companies. 1 am confident I could get 
on the phone and within a half hour have the names of a substan- 
tial number of companies that, only with an offer to purchase from 
the Deptirtment of Defense, will come up with sufficient numbers. 

How many contracts do you expect to let, offers to purchase, 
rather than the more expensive, costly route of underwriting loan 
guarantees? 

Dr. Bement. I would agree that guaranteed purchase should be a 
nuyor element of the financial strategy. 

Mr. Blanchard. Big companies, that is all they need. They don't 
need any other subsidy, no matter what anybody says. 

Dr. Bement. That is right. Some larger companies would like to 
have a price guarantee. There are several that would do business 
merely on gueiranteed purchase. 

Mr. Blanchahd. You do realize they would love to wait a couple 
of years, get this big fat energy security corporation established, 
and then get a loan guarantee and a purchase offer all at once? 

It strikes me that having spent — this same subcommittee dealt 
with the aid to Chrysler issue. That was a tough one. This is like 
falling out of bed, if you just do what you ought to do. That was 
tough. It turns out we ended up getting the money to Chrysler 
quicker, after a year, than we have to synthetic fuels. 

Maybe if Mr. Paul would run the program, it would run a little 
faster. 

I am curious as to what functions have been delayed or what 
powers, what actions will be delayed until the new enei^ security 
corporation is fully operational which is, as we all know, at least 2 
years, probably longer. What is the decision? 

Dr. Bement. I don't really think that is a pacing factor. I think 
through use of our procurement authority and the authority that 
the Department of Energy has, we will be able and have the 
flexibility to provide a smooth transition from the interim Defense 
Production Act to the Synthetic Fuel Corporation whenever it is 
approved. 

Dr. Davis. In response to that too, Mr. Blanchard, I think that 
the interim supplemental for fiscal year 1980 that allows the ad- 
ministration to go ahead with roughly a $5.4 billion program in 
expectation of the Synthetic Fuel Corporation means that — to use a 
phrase of Congress itself — that the momentum that has been start- 
ed in the last year, last November, will not only be continued, but I 
Himk be significantly increased because of the special import that 
the interim DPA brings to a dedicated type of activity. 

By that I mean for the first time we have a guaranteed purchas- 
er, and it is very difficult to set up a new production capacity for 
which there is no market. The interim DPA authority gives DOD 
the role of being that purchaser, and therefore it establishes a 
market. 

Second, the dedication of that to a specific kind of synthetic fuel 
development allows focused attention on a subset of all possible 
alternative fuels, and therefore I think it offers an accelerated 
program. 

I don't believe that there is going to be any — thanks to both the 
Congress and the administration — significant action that cannot be 
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initiated before the Synthetic Fuel Corporation is declared fully 
operational. 

Mr, Blanchard. Did I hear you correctly in response to the 
chairman's question, you expect solicitations to go out within 3 
weeks? 

Dr. Davis. In early August. The exact date is unavailable, but it 
is early August. These are draft solicitations on which industry will 
come in and indicate whether there are some suggestions that they 
would like to see incorporated in them which we will entertain. 

Mr. Blanchard. My time has expired. Thank you. 

Chair miin Moorhead. Mr. Green? 

Mr. Green. Thank you, Mr. Chairman. 

Dr. Bement, I was a little puzzled, given the economic slack that 
we are facing now and in the months ahead, at your mention of the 
fact it might be necessary to invoke other authorities under the 
Defense Production Act in order to get the necessary materials for 
the construction of these synfuels plants. 

Can you tell us a little more about that? 

Dr. Bement. No. I am sorry. I misspoke myself. Actually section 
103 — to give priority to critical materials and equipment — that is a 
section of the Defense Production Act. 

Mr. Green. I understand that. I am still a little puzzled. You 
seem to think there is going to be a shortage that will require this 
prioritization. I wonder if you could explain to us what that is? The 
w^ you see that? 

Dr. Bement. Well, the lead time — perhaps Mr. Donnelly can be 
more specific about that on some items of critical equipment- 
could be quite, quite long, as long as 4 years in the current market- 
place. 

We would hope to reduce that by providing a priority under the 
Defense Production Act to those that would bid on this progreun. 

Mr. Green. Can you give us an idea of what kinds of tMngs you 
are talking about? 

Chairman Moorhead. Mr. Donnelly, would you identify yourself 
for purposes of the record? 

Mr. Donnelly. Richard E. Donnelly, Deputy Director for Produc- 
tion Resources, Department of Defense. 

We have had experience in acquisition of weapons and equip- 
ment with extensive lead times, particularly in the heavy forging 
area, titanium, aluminum, steel forgings, and in some castings. 
There are many different causes for the lead time. Sometimes it is 
a — not enough capacity, sometimes it is just simply backlogs or 
financial problems. 

We do have the capability, as Dr. Bement mentioned, to utilize 
the Defense Production Act. 

Mr. Green. And essentially go to the front of the line at the 
producer of these castings? 

Mr. Donnelly. Up toward the front of the line, yes, sir. 

Mr. Green. I would like to ask Dr. Davis, can you meet thia 
schedule in the act of 500,000 barrels a day by 1987? Where are you 

foing to dispose of the rest of it if DOD is only going to be taking 
20,000 barrels? 

Dr. Davis. We do believe that we can meet the 500,000 barrels by 
1987 emd even the 2 million by 1992 with the start we now have. I 
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would not have been sure had we had to wait until the Synthetic 
Puei Corporation became operational. We do believe we can. 

Now, you aaked where we would dispose of the materials? Fortu- 
nately, the kinds of product that would be developed under the 
interim DPA would be liquid fuels and the kind of fuel, such as 
diesel fuel that would be of equal use to the aviation industry, to 
the shipping industry, and to other transportation industries. 

We also are working very hard in some of our other legislation 
in the Department of Energy to back out oil in every place that we 
can. Every place we have a requirement to back out oil, we can 
substitute these synfuels. 

Mr. Green. I was wondering whether you or Dr. Bement would 
foresee an increase above that 220,000 barrel level beyond 19857 

In other words, you have told us where you are going to be in 
1985. By 1987 or 1992, 1992, you anticipate any increase above that 
220,000 barrel level in terms of DOD's utilization of synfuels? 

Ehr. BebiIENt. I think there will be a steady increase in that ratio. 
There is bound to be some steady state. The rate of assimilation of 
^nthetic fuels is bounded by technical considerations. 

However, going back to your earlier question, I should point out 
that as a percentage of total peacetime petroleum requirements, 
the military^ — including the defense industrial base — only repre- 
sents about 5 percent of the total demand. 

We feel that since our need is primarily for mobility fuels — 
which will be the middle distillates — there will be fractions that 
will be available for gasoline. There also will be a major fraction 
that will be available to the electric utilities that need to back 
away from petroleum and can use synthetic residuals for utility 
operation. 

That would certainly — if there were no other takers — account for 
the remainder of the production at that time. 

Mr. Green. Thank you, Mr. Chairman. 

Chairman Moorhead. Thank you, Mr. Green. 

First, Dr. Bement, I think you have expressed something that I 
think is extremely important. That this bill, the first part of it, 
subpart (a) of title 1, is an amendment to the Defense Production 
Act. 

Mr. Green was bringing that out. There are powers under that 
act which were in existence before this legislation and continue in 
existence and that you do have the power using that act to require 
contracts to be given a priority. 

This is a, to me, very extremely important provision in the law 
which, properly used, can speed up the process tremendously. 

Subpart (a) of title 1, the statement of mant^ers, the heading is 
"Fast Stfu^, Interim Synthetic Fuel Authorities." This is what the 
conferees meant. 

We meant to use that thing as the fast start, and I want to re- 
emphasize that this is what the Congress meant, and I think when 
the President signed the bill, that is what he meant. I hope that 
both agencies will take the words "fast start" to heart. 

Dr. Bement. Well, we are certainly encouraged by your interest 
in that specific emphasis on the program. 
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Chairman Moorhead. The other thing is that after the Corpora- 
tion is in existence, it does not — the DPA does not, in your words, 
Dr. Davis, on page 3, lapse. 

It merely goes into stendhy. The time may come when the Corpo- 
ration does not have the Defense Production Act powers to give 
priority to contracts; that this may have to be reactivated in some 
instances, which the act does provide for, so that we can, if we need 
to, go back to the Defense Production Act, if there are delays in 
getting valves, compressors, forgings, find the like. 

I think that we all ought to recognize that that is em opportunity 
that we have. 

Dr. Bement, on page 4 of your testimony, you describe the activi- 
ties of the Defense Fuel Supply Agency saying that it manages a 
bucket more than $6 billion for an average throughout of 460,000 
barrels per day. 

Then you say there is no corresponding capability in tuiy other 
Government agency. 

Is it your attitude, is it the attitude of Defense Supply, that you 
don't care about the origin of the fuel that is used to propel 
aircraft or ships or tanks; what you care about is the performance? 
Isn't that correct? You don't care whether it is synthetic or natural 
petroleum, if it does the job, isn't that correct? 

E)r. Bement. That is correct. 

Chairman Moorhead. So as far as DOD is concerned. Defense 
Supply, dealing with the 460,000 barrels per day, as far as they are 
concerned, they don't care whether it is natural petroleum or 
synthetic petroleum, if it does the job? 

Dr. Bement. That is correct, or a blend of the two for that 
matter. 

Chairman Moorhead. Or a blend? 

Dr. Bement, On the other hand, there are specific physical and 
chemical characteristics and even some toxic characteristics of 
some of those derived products that have to be understood before 
we can quite go all the way to use them totally interchangeably. 

Chairman Moorhead. But in your specifications you can say that 
the fuel has to do the following things: It has to have certain 
volatility, certain viscosity, whatever the heck you do, and if the 
fuel meets those specifications, you don't care whether it comes 
from coal or tar sands, do you? 

Dr. Bement. That is correct, with reservations. 

We are persuaded, based on the operational tests to date, that in 
terms of short-term performance, these synthetic fuels — at least 
the ones derived from shale — are almost interchangeable with pe- 
troleum crude. 

On the other hand, there are possibly long-term effects that have 
to do with minor contamination, or minor constituents that can 
cause long-term degradation and can affect reliability of military 
equipment. 

The longer range goals of the program are really to look at these 
durability issues. At the present time, in implementing the act, the 
specifications we intend to use are those we have traditionally used 
for petroleum-betsed products. 

If we find at a later time, based on these longer term durability 
tests, that changes to those specifications need U> be made, or some 
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specific additives need to be put into the synthetic fuels in order to 
ameliorate the effects, then we will make those modifications at a 
later time. We are not slowing up the implementation of the pro- 
gram or the intent of the act in any way haaed upon specifications. 

Chairman Moorhgad. Isn't it true that U.S. Navy ships have 
stopped in South Africa and taken aboard synthetic fuel created by 
the Sasol plant? 

Dr. Dement. Yes, The Navy has also operated marine diesel 
engines on oil developed from shale in order to qualify those power- 
plants for synthetic fuels. So there is some experience. 

Chairman Moorheao. Dr. Davis, in Dr. Bement's testimony, al- 
luded to by Mr. Blanchard, DOD could utilize approximately 
170,000 barrels per day by 1984. Will DOE be able to let contracts 
that will produce 170,000 barrels per day by 1984? 

Dr. Davis. Well, I would point out first of all, we could let 
contracts which do. Whether industry could meet the construction 
schedule or not, I think that is up to the proposals that are submit- 
ted by industry. 

The letting of the contracts is incidental to industry being able to 
construct and get the financing for that kind of program. 

We don't anticipate, for example, based on industry's input to us, 
that there will be anything but R. & D. sized modules and one- 
tenth or one-fifth sized modules before about 1983. 

This type of module is up to 10,000 barrels a day. We are down at 
the R. & D. size right now. By "we" I mean industry. 

By giving industry every kind of financial and proceduretl assist- 
ance that we can, industry thinks that full scale modules could 
come on line by 1984. Attempting to help them through, thanks to 
the way you handled the environmental aspects in S. 932, attempt- 
ing to help them through the numerous barriers and wickets and 
brambles they have to go through in getting permitting licensing, 
leasing, and the like, industry is on eui extremely fast track. 

Chairman Moorhead. Mr. McKinney? 

Mr. McKiNNEY. I am going to yield my time to Mr. Hinson since 
I have a feeling that we are going to be finished here shortly. I 
would just want to remind Dr. Davie and Dr. Bement to go back to 
their Departments and tell them that fast track — the dictionary 
definition we are looking at is "speedy, quick," not stuck in the 
mud going nowhere. 

Mr. Hinson. I thank the gentleman. 

Mr. Chairman, I am going to defer any comments I would make 
until a later time. 

I did have a response I wanted to make to the statement of the 
gentleman from Texas, Mr. Paul, relating to the involvement of the 
private sector and indeed the fact of the private sector's involve- 
ment in the resolution of these problems. I think it does bear some 
correction of the record, but I think in the interests of time I will 
defer tmy further comment. 

Chairman Moorhead. At this time I would like to go off the 
record. 

[Discussion off the record.] 

Chairman Moorhead. Dr. Davis, I would like to ask you about 
your timetable. 
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I am particularly concerned that at page 8 of your testimony you 
state "Negotiation time to produce commitments as appropriate by 
June 1981." 

In my book this should be done before the end of December 1! 
Is there any way that you can speed up your process? Is there 
anything we can do to help you in that speeding up of the timeta- 
ble? 

Dr. Davis. Yes, Mr. Cheiirman. I think we can speed up the 
timetable. It will require both a considerable burden to be placed 
on industry as well as on the Department of Energy and the 
Department of Defense. I would like to supply a detailed answer 
for the record, but I would say that I believe if industry can come 
in in a feister than normal response time, we could eliminate 1 
month to IVa months from the scnedule. 

If on the basis of the urgency of this, the eveduation phase by the 
Department of Energy were to be less comprehensive — and by that 
I mean a willingness on the part of everyone to accept mistakes 
that are done not malevolently or through cause but done in the 
ui^ency of getting synthetic fuels on line, I believe that DOE and 
DOD evaluation, which we would do together, could be speeded up 
and perhaps another month or so saved. 

That would allow, I believe, the kind of first commitments to be 
made close to the time schedule that you have asked for. 

I prefer not to be held to anything other than close to until we 
get back and take a look at it. My scrutiny over the Uist several 
days would indicate a 2 to 2V2 month saving, if we could take this 
kind of an action with full understanding of Coi^ress as to why we 
were doing it. 

[TTie following information was submitted for the record by Dr. 
Davis:] 

Alternative Fuels Production Program Implementation Schedule 

Issue second round of feasibility studies and cooperative agreement solicitations, 
August 1, 19S0. 

Issue for comment draft solicitation for loan guarantees, price guarantees, and 
purchase commitments, mid'August 1980, 

Issue final solicitation for loan guarantees, price guarantees, and purchase com- 
mitments, September 1980. 

Close feasioility and cooperative agreement solicitation, late September 1980. 

Close loan guarantees, pnce guarantees, and purchase commitments solicitation, 
late November 1980. 

Announce selections for feasibilit]' studies and cooperative agreements, December 



Chairman Mooruead. I would say you have the full blessing of 
the chairman of this subcommittee and I believe all of the mem- 
bers of the subcommittee. 

Mr, McKinney? 

Mr. McKinney. I would like to comment on that one point you 
made which is so important. We are not inventing the wheel here. 
We expect that you are going to make mistakes anyway. 

I have to keep coming back as we did earlier to a comparison 
with the space program. When we decided we were in eminent 
peril because Russia was up there and we were not, we went full 
speed ahead. We made mistakes then, but we have made even 
more mistakes— if you look at the space shuttle program— with 
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something that has been scrutinized, scrutinized, and scrutinized to 
death for years. We find out we can't keep tiles on it, and we may 
incinerate our £istronauts coming back into the atmosphere. 

Sure, we are going to make mistakes. In this case we are not 
even inventii^. What we are saying is, there is a broad field of 
technology out there, let's get it going; we can move on from that 
stage. 

I just want you to have this Congressman's opinion — for what- 
ever it is worth — I am not going to pillory anybody for making a 
mistake. If I am right 49 percent of the time, I am a lucky man. 

I am going to pillory somebody if we do not get something going. 

Chairmfm Moorhead. I think the importance of this program to 
the security of the United States and our geopolitical position is far 
more important than meeting the deadline of getting a man on the 
Moon by a certain date. This is big stakes, it is immediate, it is 
international power politics, if you will. 

It is the economy of the United States. I am advised that the 
Secretary of Energy said that every hour of delay costs us $10 
million per hour. 

Well, I can't do the computation in my head, but saving 2% 
months times $10 million per hour would come to a considerable 
sum of money. 

Dr. Davis. It would make him happy too, I can assure you. 

Chairman Moorhead, I think that somebody has done the com- 
putation. For 2 months it is a savii^ of $1,440 billion. That is a 
considerable savings for 2 months. 

I believe that you would have to make a real blooper of a 
mistake to cost us that much money. I don't think you will. You 
are dealing with known technologies for the most part. 

I think I will take the unusual step of sending copies of this 
transcript to the Secretaries of Defense and Energy because I think 
that the main purpose of this hearing is to get a message through, 
and I suspect that the more important message is not to the two 
Secretaries, but to some of your troops that don't realize the real 
urgenCT of this problem and who are quite properly trying to dot 
every 'i" and cross every "t." But, for heaven's sake, let's not let 
that kind of thing slow us down. 

If we can just get this message that this is important to the 
United States of America, and that we have commitments, and 
that the world knows we are moving ahead, the sooner the better. 

I want to compliment both of you. We gave you a little bit of a 
rough time today, but it was intentional to get a message not just 
to you, the both of you and your associates, I think, have the 
message, but to others. 

I think that this hearing has accomplished that objective, at least 
the message has gone out. We just hope it is heeded when it is 
received. 

Thank you very much. I suspect that we will wemt to have a 
hearing in September to again give you an opportunity to breig 
about your wonderful accomplishments that you will have achieved 
by that time. 

I hope that that is the way it will be. 

Dr. Bement. Thank you very much. 

Dr. Davis. Thank you. 
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Chairman MooRHEAD. Thank you both very much for excellent 
tCBtimony, 

The subcommittee is now adjourned, subject to the call of the 
Chair. 

[Whereupon, at 12 noon, the subcommittee was adjourned, sub- 
ject to the call of the Chair.] 
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DEFENSE PRODUCTION ACT AMENDMENTS OF 
THE ENERGY SECURITY ACT OF 1980 



WEDNESDAY, OCTOBER 1, 1980 

House of EIepresentatives, 
subcommtttee on economic stabilization, 
Committee on Banking, Finance and Urban Affairs, 

Washington, D.C. 

The subcommittee met at 10:10 a.m. in room 2325, Rayburn 
House Office Building, Hon. William S. Moorhead (chairman of the 
subcommittee) presiding. 

Present: Representatives Moorhead, Evans, McKinney, Green, 
and Paul. 

Chairman Mooehead. The Subcommittee on Economic Stabiliza- 
tion will please come to order. 

This hearing constitutes the second progress report by the De- 
partments of Energy and Defense on imiHementation of the De- 
fense ^oduction Act amendments to create a synthetic fuels indus- 
try in the United States for the production of defense fuels. As you 
know, these amendments originated in this subcommittee and were 
made part of the Energy Security Act signed into law by the 
President on June 30. 

I might say that these hearings come at a most ominous time. 
Iran and Iraq are engaged in a war which could potentially lead to 
a larger conflict endangering the very security of the United States 
£md its Western eillies. 

If the current struggle should result in the closing of the narrow 
Strait of Hormuz, these would be some of the results; More than 50 
percent of all OPEC oil exports would be cut off. I repeat, more 
tiian 50 percent. 

If this source of petroleum was bottled up, Japan would lose 60 
percent of its industrial energy supply and Western Europe would 
lose half of its supply. America would lose 2 million barrels a day, 
which supports 4.7-million jobs in this country. Some experts be- 
lieve this would increase unemployment up to 15 percent. 

I don't have to tell you that under these conditions, the Western 
industrial world would probably collapse, and, to a considerable 
degree, America would be indefensible in terms of a meaningful 
response. 

Remember aUso that the United States has entered into interna- 
tional agreements which would require this country to share its oil 
if severe shortages developed among our allies. This would further 
exacerbate our problems. 

Meanwhile, this country is leaning on some pretty thin reeds, 
namely, a virtually empty strategic petroleum reserve and a highly 
controversial gasoline rationing plan. 
(49) 
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That is why this hearing today is so important. The program we 
are discussing today would give this country a much more viable 
national security insurance policy. It would provide not only the 
capability, but also over the near term, the capacity to produce 
substitute fuels for imported oil. 

At our last hearing, I expressed — and I think all the other mem- 
bers joined me — the deep disappointment emd irritation we felt 
over the lack of a sense of ui^ency in this program. I understand a 
number of steps have been taken since then to remedy that defi- 
ciency, so I will simply repeat only one of our major concerns. 

That concern is simply this: M^or contracts and commitments 
making it possible to build synthetic fuel plants must be in place 
before the end of this calendar year so that America can b^^ this 
awesome task as rapidly as possible. It is absolutely essential for 
our national security that we take advantage of the full construc- 
tion season during 1981, 

Mr. Green, do you have an opening statement? 

Mr. Green. Thank you, Mr. Chairman. Mr. Chairman, we have 
all been frustrated by the foot-dragging that has delayed the imple- 
mentation of the synfuels program. We in Cor^ress took the lead 
to move synfuels from research to real-world production, as you 
pointed out, in the subcommittee hearing on July 30, 1980. We 
assumed that the administration had edso taken that lead. We 
believe that there are existing technologies that could be put to 
work in this decade to reduce our dependence on OPEC oil. 

After hearing Treasury Secretary Miller's comments on the syn- 
fuels pri^ram during the Banking Committee's General Oversight 
and Renegotiation Subcommittee hearing last Wednesday, I ha' ■ 
serious doubts about the administration's position on this. Th 
Secretary characterized the synfuels progrjun as involving nev 
technoli^, and new skills, and indicated that the program was at 
the feasibility study stage. 

Many of the technologies are not new. Distilling is an ancient 
American Industry, and we cannot fuss with technology until the 
next century, as the Secretary suggested. As a result of Secretary 
Miller's testimony, I question the administration's commitment tfl 
our energy policy, at least the synfuels part of it, EUid I ask with 
your permission, Mr. Chairman, that Secretary Miller's statement 
be made part of the record of this hearing. 

Chairman Moorhbad. Without objection, it will be made piirt of 
the record. 

[The statement of the Honorable G. William Miller, Secretary of 
the Treasury, referred to by Congressmem Green, follows:] 
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September 24, 1980 



STATEHBHT OP THE HOHORABLE 6. MILLIAH MILLER 

SECRETARY OF THE TREASURY 

BEFORE THE 

GENERAL OVERSIGHT AND RENEGOTIATION SUBCOMMITTEE 

OF THE 

House committee oh banking, finance, and urban affairs 



"T' Chalman and Menbera of thla dlatinguiahad Subcomnlttee i 

Thank you for this opportunity to testify on H.R. 
W02, a bill Introduced by Chairman Miniah to eatabliah a 
"'tional Davalopmant Bank. I walcome Congrasalonal 
co^ldaratlon of the national challenge to revitalize our 
*c^ncny and I want to commend Chairman Mlnlah for Introducing 
H.R. 7902, a valuable Initiative in the needed dlacuaalon 
°' t^he apeciflc waya the Federal Governcnant can help In 
^* process. I know othera in Congreas, such aa 
^*^9r*Baman Hoorhead, have demonatratad a keen Interest 
ill the Issues surrounding a development bank and I wish 
^ recognize their continuing efforts aa well. 

H.R. 7902 would grant a new National Development 
BAl\k broad powera to provide Federal financing assistance 
fori 



The goal of the legialatlon ia to help achieve a 
full aniployntent economy and the criteria for aaaiatance 
In the Bill reflect thia goal. 
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Administration 'a Racord 

As you know, the Administration has aubatantlally 
Increased t^e Federal government's support for scononlc 
development and job training programs (or the purpose of 
providing permanent private sector jobs. And, in fact, 
in the last ttiree and a half years, we have witnessed the 
creation of over 8 million new jobs. 

In FY 1980, for example, overall funding for 
economic development programs will exceed $3.5 
billion — an increaae of 70 percent since the 
President tooK office. Thie amount includes the 
Administration's new S675 million Urban Development 
Action Grant (UDAG) program, designed to stimulate 
private investment In distressed areae. In addition, 
the amount of funds to assist snail business has 
almost doubled. 

As you know, the Administration proposed 
expanding the Economic Development Administration's 
program to 51-7 billion in PY 19B1 from 5600 million 
in FY 1980. Last week a House Senate Conference 
stopped action on the proposal- The Administration 
remains committed to an expansion In economic 
development programs and we will continue to work 
with the Congress to achieve this goal. 

The Administration has also worked to reinforce 
the link between job training and economic development. 
Federal funding for employment and training has 
expanded over $4 billion during the past 3-1/2 years 
to about 510.4 billion in PY 1980. This expansion 
Includes spending for basic and vocational education, 
for CETA programs to prepare the disadvantaged for 
jobs, and for other CETA programs. 

In addition, FY 1980 spending. Including training 
and relocation for workers affected by imports, has 
increased to about $1 billion under the Trade 
Adjustment Assistance Program. 

Finally, as I know you are aware, the 
Administration's $2 billion youth Initiative, H.R. 
6711, has passed the House and is expected to be 
favorably reported by the Senate Committee later 
this week. This proqrara would expand the •llglbillty 
for, and range of education services and en^loyment 
training provided to, youths that are economically 
disadvantaged or have substantial difficulty in 
obtaining or holding jobs. 
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Tha Pre»ldant'8 Econcmle Bevltal Igation Program 

MeverthlesB, tha apead and scale of •conomic change 
r*qutr»« that we do more. Recognizing this, the President 
laat month announced a conprehenaive economic revitalization 
program to expand our economic resources and enable 
American workers to participate in the renewal of our 
Industrial night. 

The President's program addresses the complex and 
interrelated problems facing American industry and provldisd 
specific recommendations to help solve these problems. 
The program is designed to stimulate new private and 
public sector investment to create more private sector 
jobs. Like H.R. 7902, the President's program recognizes 
the Federal government's responsibility to assist in 
training and retraining Americans to help them participate 
In our economic renewal . 

Among the proposals contained In the President's 
•conomic revltalization program are Initiatives to assist 
people and communities suffering the effects of economic 
dislocation, proposals to increase public investment, and 
an increase In revenue sharing targeted to assist distressed 
areas during their economic transition. 

To assist In the training, retraining, and 
education of Americans, the program's proposals 
include 1 



An Increase in the economic development 
program level of $1 billion in 1961 and an 
additional $2 billion in 1982 beyond the 
level requested in the Administration's EDA 
proposal I 
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2. Substantial additional public invaatmcnt Id 
all areas of transportation, including 
incraaaad funding for highways, Bass transit, 
airports, railroads, and port facilltiaa; 

3. A special targeted inveatnent tax credit, 
in addition to the regular 10 percent 
Inveatnant credit, for business projects in 
localities with high unemployment; and 

4. Enactment of a $1 billion countercyclical 
revenue sharing program for FY 1981 targeted 
to econonically distressed areas. 

The Econoroic Revitaliaatlon Board 

A key element of the Preaident's pcogtan is th* 
Economic Revltalisatlon Board The Board will consist of 
members from industry, labor and the public, and will be 
co-chaired by Hr. Irving Shapiro, Chairman of £•!■ OuPont, 
and Mr. Lane KirXland President of the AFL/CIO. The 
creation of this group represents a major step towards 
the cooperative effort we want to foster between business, 
labor, the public and governraent. Me must all work 
together to develop institutions and approaches to deal 
with the fundamental acononic challenges facing our 
society. 

The President has asked this Board, as its priority 
item, to address the creation of an Industrial development 
authority and to provide us its judgment on the issues 
that the Administration as well as the Congress has been 
looking at over the last several years. The fundamental 
ideas behind such a new authority are, I believe, reflected 
in H.R. 7902. 

The president has asked the Board, In the context of 
the present economic environment and the President's 
program, to develop recoramendatlona regarding the aiasioa 
of the authority the criteria it would employ In providing 
aseiBtance ways it could coordinate economic development, 
manpower and urban initiatives and thus MaslAiae the 
impact of existing public programs and stimulate additional 
private investment, and methods to increase local ecenonic 
development capacity and promote regional developnent 
programs. 
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vlll aik the Board to recommend w«ya to Improve the ■kills 
of American worker*, methods to deal with the In^iact of 
industrial dislocation on workers and communities and how 
to accomplish the social goals of regulation while 
minimizing compliance costs and maximizing productivity. 

W* believe that this Board, with its distinguished 
memberahlp, working with the MminlBtration and Congress, 
can help us develop the direction in which we should 



Thus, While wtt support the Intent of H.R. 7903. we 
believe that the Subcommittee and the AdminlstratiOR 
would benefit from having the views of the Economic 
Revltalization Board before taking Congrsssional action 
on the Bill. I look forward to appearing before Congress 
after the Board has presented its recommendations to the 
President. 



Chairman Moorhkad. I might say that I believe the witnesses we 
are going to hear from today will be the actual managers of this 
program, and have a different view, and I think you know from 
hearing from Dr. Ruth Davis, who has been with us since the 
beginning, and Dr. Arden Bement, who is with us, and working 
more recently, but still for a considerable length of time — these are 
two members of this administration who are going to push ahead. 

And the jurisdiction of the Treasury, I think, will be discussed, I 
think, in the matter of loan guarantees, and the time of issuance 
with respect to the bond market. That does give the Treasury an 
input, but Treasury will not be managing this program. These 
witnesses before ua today will be followed by, of course, the Syn- 
thetic Fuels Corporation. 

Mr, Green. Well, I certainly hope that Secretary Miller's atti- 
tude was not the attitude that is going to characterize this pro- 
gram. 

Chairman Moorhead. The subcommittee is very pleased to have 
Dr. Davis and Dr. Bement. Dr. Davis is Assistant Secretary for 
Resources Application of the Department of Energy, but formerly 
of the Department of Defense; and Dr. Arden L. Bement, Deputy 
Under Secretary for Research and Advanced Technology of the 
Department of Defense. 

As I say, we welcome you, particularly, Dr. Davis, because you 
were in on the beginning with this subcommittee. And Dr. Bement, 
you have fdways been of great help to us. So why don't we start 
with Dr. Davis, and then Dr. Bement, and then we will have 
questions from the subcommittee members. 

Dr. Davis. 
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STATEMENT OF DR RUTH M. DAVIS, ASSISTANT SECRETARY 

FOR RESOURCE APPLICATIONS, DEPARTMENT OF ENERGY, 

ACCOMPANIED BY LT. COMDR LARRY A. LUKENS, DEPUTY 

ASSISTANT SECRETARY FOR INDUSTRIAL PLANNING AND DE- 
VELOPMENT 

Dr. Davis. Thank you, Mr. Chairmzin. I have a statement that I 
would like to submit for the record, with your permission. 

Chairman Moorhead. Without objection, the entire statement 
will be made a part of the record. 

Dr. Davis. I would like to make just a few summary comments 
from that statement, but first let me state that I am accompanied 
by Commander Lukens, who acts as my Deputy Assistant Secretary 
for Industrial Planning and Development. 

1 would like to start off by summarizing the actions that the 
Department of Energy has taken since the last hearing you had, on 
July 30, and these actions have been taken as appropriate in 
conjunction with the Department of Defense. 

Very briefly, and in chronological order, we did issue draft solici- 
tations for purchase commitments, price guarantees, and loan 
guarantees under both the Interim Defense Production Act and the 
Federal Nonnuclear Research and Development Act authorities. 
We did that on August 26, for public comment. And aa you know, 
we held a presoUcitation conference here in Washington on Sep- 
tember 8. At that time, we invited members of the public and 
industry to offer their comments. 

I will expand a bit on these public comments and the extent to 
which they affected our final solicitation in just a few moments. 

This past weekend, the President signed the Executive order 
which contains the required delegations of authority for both DOE 
and the DOD to execute the interim DPA program. 

Chairman Moorhead. Do you have a copy of the Executive order 
with you? I think that should be made a part of the record when it 
is available. 

Dr. Davis. The majority of it is in my statement. It is to be 
released, I believe, upon formal signature of the President, which 
occurred yesterday, but the majority of it is in my statement word 
for word. 

Chairman Moorhead. But when it is released, could you supply 
us a copy? 

Dr. Davis. Certainly. 

Chairman Moorhead. I think without objection it should be 
made a part of the record, even though having read your state- 
ment, I luiow you will give us the full description of it. 

[The referred-to Executive order follows:] 
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Presidential Documents 



Executive Oittar 12U2 o[ Seplem 
Syothetic Fuels 



By Uh Huthorily veeled in me ai President by Seclions 30S and 703(«) ot the 
Derense PioductiDn Acl of ISSa, it amended {M U.S.C. App. 209;, and 
JlSSla)). and SecHon 301 af Title 3 nf the Uniied Sietes Codr. and in order lo 

Stalei Synthetic Fueli Coiporalion, it Ii hereby. ordered bi follovii: 

1-101. Ttia FunctiDEi veiled in ±h Preiident by SecUoni 305{r|[l) and 30S(f)(2) 

of the Defenie Production Acl oF l^O. b> amended (HI U.S C. App. 2Ci9i(l](lj 

and [1]) in delegated Id die Secretary of Defente. 

1-102. The Secretary oF Defenie ihaU. after cons^ting with the Secrslaiy of 

Energy, detercune the quantity and quality of lynthelic fuel which ii needed 

ai amended, and shall promptly be tnmiihed to the Seaetary of Energy. 
1-1D3. In accord with Section 3a5(f)ll) ot the Defenie Production Act of IflM, 

Fuel which the Seoetary anticipate) will be resold by the Govemment. 
1-101. The function! vested in the President by suhseclions (blllHAHi) and 
(ii), (cKl)(B). |c)131. (d)l2J, (d)01, IdllS), [duel, (ej, and |a)121(Cl of Section 30! 
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65176 Fadnr.l Ragi.lw / Vol. 4i. No. 193 / 'H'.urKiay, Oelobei MBM f-Pw5iil8--itial DccjiceaU 

esKbtlshed ar.d fuUy apeiaUoniL T^iat di;lenni::a'.Jon Is Hi be made la aucml 
U.S.C. App 209i|k|). and in accord with the approprialic::s lo Ihe Depailnrnls 
Be5cL5s:on Acl ISM (P.L 98-304; 91 Slat. S57, ew-eS!). 

Ibe Secretary' of Energy thiU ablain Hit concurrence o! ih'e Secrelaiy of llie 
Treasurj- «-idi respect to the limlr^. Inleresl rale, and sjbslantial lenxi ind 
CDndJtiona of »uch loan guarantee. ]ii utablishin^ an intarvtt rate, (be ciirrtat 
average yield on nuts taodioK marketable obligations of the United SEitei ^itb 
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Dr. Davis. The last action that I would report on is that we dc= 
plan to issue the two solicitations that I mentioned for the $S 
billion of financial assistance in fined form on October 6, which i^ 
next Monday. 

Chairman Moorhead. Would you repeat that Eigain? 

Dr. Davis. We plan to issue in final form the two solicitations^ 
which have been available to you in draft form next Monday^ 

I am very pleased in this regard to report that we have had ver^ 
close cooperation between the Department of Energy and the De- 
partment of Defense in the drafting of both the Executive order" 
and in the solicitations, and I would point out that the Department^ 
of Treasuiy has been particularly helpful during the solicitation, 
drafting enort, and has, I think, made a tremendous amount of 
help available to us to get this alternative fuels or synthetic fuel^ 
program underway. 

I would like to, if I may now, just comment briefly on what I 
would call the Defense Production Act solicitation, and point out, 
as the subcommittee well knows, that it makes aveiilable essential- 
ly three kinds of financial assistance: First of all, contracts for 
purchases, or commitments to purchase, synthetic fuels; second, 
price guarantees, indirectly through purchase commitments; and 
third, loan guarantees for financing the construction of synthetic 
fuel plants, where these loan guarantees are issued in conjunction 
with contracts to supply synthetic fuels to the Government. 

In issuing this solicitation, we recognize at DOE that, in light of 
the $3 billion available in comparison to the financied requirements 
of constructing full commercial scale synthetic fuel production 
facilities, we would be able to fund but a relatively few of the 
worthwhile projects. For this reason, and in recognition of the 
required expeditious nature of this interim DPA pn^ram, it is our 
intent to seek those projects that are able or prepared to start 
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construction rapidly; to use your phrase, Mr. Chairman, to seek 
any that are able to make use of the present construction season. 
To qualify under our solicitation, therefore, will require that a 
proposed synthetic fuel project be highly advanced, and to have 
already had the benefit of a significant level of commitment in 
both time and dollars on the part of the project sponsors; and that, 
in order to insure this, we have had our qualification criteria 
carefully designed for this purpose. 

I would point out, at the same time, that the proposals received 

by DOE in response to this solicitation are to be considered as 

responses to a solicitation of the Synthetic Fuels Corporation to the 

extent that the proposed projects meet the eligibility requirement 

' for funding by that Corporation. This latter clause, I believe, could 

: well prompt the submission of a greater number of proposals than 

f tiie $3-billion solicitation by itself would otherwise attract. 

Very briefly, the key features of this solicitation from my point 

' of view are: First of all, the high priority that it places on the 

[ production of the synthetic fuels for defense needs. It is unique at 

this time in that regard. And DOD has, in turn, placed its highest 

priority on the production of liquid mobility fuels, primarily in the 

middle-distillate range. 

The second key feature of the solicitation is its flexibility. I mean 

flexibility in the sense that the proposals are not constrained to 

choose one of the available incentives, but can — and in fact we 

ti encourage them to — choose that combination of available incen- 

i tives that best serves their financial needs. 

i This flexible approach is intended to stimulate what both this 
subcommittee and DOE, eiIoi^ with DOD, want to have happen. 
This is, namely, a more innovative approach to synthetic fuel proj- 
I ect financing and the ability to tailor incentive packages to serve 
i the financial needs of each individual project, while at the same 
tixne minimizing the Government's total financial exposure relative 
to the product output. 

I did promise initially, Mr. Chairman, that I would discuss the 
comments that we received on our draft Defense Production Act 
solicitation and what their effect was on the final solicitation. 
I would just point out again that a presolicitation conference was 
held on September 8, and I really would like to take this opportuni- 
ty, Mr. ChEiirman, to express my deep appreciation for your ap- 
pearance at that conference. There is no doubt in my mind that 
your presence and participation not only was warmly received, but 
contributed immeasurably to setting a constructive forum for all 
the participants. I think your statements were particularly note- 
worthy — although not praiseworthy of our efforts, but noteworthy 
and important that the amount of information that was required in 
the dr£^ solicitation goes far beyond what is required by the law, 
£ind intends, therefore, to puncture the sense of urgency that we all 
recognize is needed to strengthen our national security. 

As you pointed out, it should be altogether possible to telescope 
or expedite not only response times, but also the making of com- 
mitments and of contract awards. 

In addition to your comments in that regard, we received a 
number of comments from the private sector, and they commented 



.d by Google 



60 

primarily on the prt^sim execution schedule and on the nature of 
the information required, and the proposals submitted. 

I will briefly summarize those comments, and the way that we 
have taken to resolve them, in my next set of comments. The 
original draft solicitation provided for a period of 75 days under 
which proposals could be submitted. Industry's response to this 
timing was clearly divided between those who thought it did not 
provide sufficient time and those who felt that the schedule could 
and should be compressed. 

Given those opposing private sector viewpoints on the one hand, 
and the clear intent of Coi^ress, as you well expressed it, on the 
other hand, to achieve maximum synthetic fuel production for 
defense needs at the earliest time practicable, we have changed the 
originally proposed 75-day response time to a 30-day response time. 

This means that the industry now has the onus for respondii^, 
and for assuring us that there are companies out there, as we have 
been led to believe, that are able to respond in that time period 
and can indeed contribute to the national goal by getting synthetic 
fuel production on line very soon. 

If, subsequent to our initial review of the proposals that are 
received during this 30-day time frame, we determine that the full 
amount of the $3 billion aveulable is not likely to be awarded, we 
will reissue the solicitation and accept additionsil proposals for 
consideration for award. 

So I do feel — and I am very pleased to be able to say — that in 
light of your comments, my own desire and the desire of tiie 
Secretary, and in light of the split comments by industry, we have 
attempted to satisfy both the fast starters and the slow risers, by 
giving 30-day response times to those that can so respond, and t^ 
simultaneously recc^nizing that those who are what I would call 
the slow risers do need to have the knowledge that if we do not 
spend the $3 billion on the first set of proposals, we do intend to 
immediately resolicit. 

Now, like the timing issue, the industry's comments on the 
extent and nature of the information required was clearly divided. 
Based on their comments, and on yours, I directed my staff to 
make an independent reassessment of the information require- 
ments set forth in the draft solicitation. Moreover, I personally 
sought further comments from respected representatives of both 
the financial and investment community, as well as the industrial 
community, regarding the criticality of these requirements to sup- 
port responsible investment decisions on the p^ of the Govern- 
ment. 

The results of these additional efforts substantiated that, on 
balance, the information requirements are entirely appropriate, 
reasonable, and representative of what the private sector typically 
requires in their transactions. 

In particular note of the fact that these projects will be the first 
of a kind projects, and in note of the capital expenditures that will 
be involved in these kinds of projects, I have concluded that the 
level of information reflected in the draft solicitation, as we are 
now specifying it in the final solicitation, is either essential or 
highly beneficial. 
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I would add that my staff has made a conscientious effort to 
reduce ^le burden on potential proposers to the. extent practicable 
by not requiring the submission of information either in terms of 
quantity or format, in addition to that industry would make tyfn- 
cally available. 

IVo examples of existing information that we would require Eire 
a project Els or EIA, that they would have to have had anyway, 
and certain financial documente, such as the section lO.K reports, 
that are required of any industry project of this kind. We have 
indicated that existing documents of this nature do not need to be 
modified for purposes of our proposal. 

So, we have attempted to make it easier for proposals to respond 
and we have additionally supplied standardized forms to accommo- 
date the ease in submission of the mftjor portions of this required 
infonnation. 

I would, in summary, then, continue to reiterate my statements 
of previous hearings; namely that I am personally committed, and 
the S^retary has indicated that we should make you aware that 
he is also personally committed, to execute this critically important 
program in the shortest time practicfible. 

I think to do otherwise would represent a choice to ignore its 
singular importance to the Nation, particularly given the most 
recent events in the Middle East, which represent to our national 
well-being a very severe threat — one that is even greater than that 
to which you and the members of this subcommittee responded in 
such a responsible mtmner over 1 year ago. 

I can assure you, then, Mr. Chairman, that my staff has, and will 
conthiue, to devote their untiring efforts to the successful execution 
of what I am more and more convinced is this monumental and 
unprecedented undertaking for the entire Federal Government, 
and it is only through the continued support and backing of this 
subcommittee that I feel an assurance that we will indeed be able 
to make this program a reality. 

Thank you very much, Mr. Chairman. 

[Dr. Davis' prepared statement follows:] 
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Mr. Chalnnan and Members of the Subconnlttee: I am once again pleased 
to have an opportunity to discuss the actions the Department of Energy 
Is taking to Implement the Alternative Fuels Production Program authorized 
in the Energy Security Act (Public Ian 96-294). As you know, $3 bHIIon 
has been appropriated for execution of the Interim Defense Production 
Act (DPA) authorities contained in Part A, Title I of the Act. In 
accordance with the request In your letter of August 29, 1980, 
I shall concentrate on the progress we have made since your last 
oversight hearing on July 30, 1980. I am acconpanied today by Lieutenant 
Coamander Larry A, Lukens, Deputy Assistant Secretary for Industrial 
Planning and Deve1op«ent. 

I. COWFNTS ON THE INTERIM DPA AUTHORITY IN THE COtfTEXT 
OF DOE'S TKANSITIONAL ALTERNATIVE FUELS PRODUCTION PR06RAH 
As I nnphaslied In my July 30, 1980 statement before this Subccwmittee, 
the Interlti DPA financial assistance program Is being aianaged as an 
integral coavonent of DOE's overall Alternative Fuels Production Program. 
As 1 further eaphaslzed at that tine, the distinct purpose and nature of 
the InteriB DPA program Is being preserved with the high priority It 
gives to liquid mobility fuels for national defense needs. 
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In addition, a principal objective of DOE In Hi transitional 

alternative fuels management responsibilities Is to assure a saootti and 
most practicable and expeditious transfer of projects end activities to 
the Synthetic Fuels Corporation (SFC), as provided for in both the 
Energy Security Act and 1n the Fiscal Tear 1980 Supplenental Appropriations 
and Rescission Act (Public Law 96-304). 

In sum, DOE'S major thrusts and activities in this area continue to 
be directed toward: 

a. Maintaining the momentum previously established In the 
execution of Public Law 96-126; 

b. Accelerating the near term development of a domestic industrial 
synthetic fuels capacity, with major emphasis on satisfying 
national defense requirements; and toward 

c. Providing for an uninterrupted continuum of Government and 
private sector activity In the development of a national 
synthetic fuels production capacity, through tlie transfer of 
on-going programs to the SFC as soon as practicable. 

11. ACTIONS COMPLETED IH EXECUTING THE ALTERNATIVE 
FUELS PBODUCTIOH PROGRAH 
While DOE is nearing completion of the issuance of the 110 awards 
selected from the first round of Feasibility Study and Cooperative 
Agreement solicitations, the second round of solicitations, offering an 
additional $300 million, was issued on July 30. 1980. These solicitations 
for additional Feasibility Study Grants and Cooperative Agreenents 
closed on Septeiiter 30, 19B0, with final selections intended for early 
December. UMle we have yet to complete our count of these proposals 
submitted tr response to this second round of solicitations, it appears, 
both in terms of total ninbers and the distribution among the eligible 
technologies, to be quite similar to the response to the first round. 
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In pira11*1 with tMs utlylty, m cxpflct to forwlly liuw >o11c1U- 
tloni for purchtM caaHtMiits. price guirMtMt, ud Tmd guarantees 
under both the Interin DPA and the Federal Nonmiclear Research and 
Developnent Act (MU) authorities in the next few days. These tin 
sollcltatlMS (one each for the DPA and NNA program) provide for the 
is billion appropriated by Public Laas 96-126 and 96-304; $3 Mlllon of 
which Nts appropriated for the Interin DPA authorities under Public Law 
96-294. 

Thase two solicitations were previously Issued In draft form on 
August 26, 1960 for public connent. As you know, a prasoll citation 
conference was held here In Uashlngton on Septesber 8, 19S0, at which 
tiae BMbcrs Of the public and Industry offered conncnts on these draft 
solicitations. 1 will expand upon these public conNnts and the extent 
to which they affected the final DPA solicitation In the section to 
follow. 

This past weekend, the President signed the Executive Order which 
contains the required delegations of authority for both DOE and DOD to 
fully execute the interia DPA program. It further provides for a clear 
delineation of tite relative roles and responsibilities of DOE and DOD, 
Including DOO having unilateral responsibility for specifying the defense 
needs for the synthetic fuels to be acquired under the DPA progra> and 
DOE having the overall lead responsibility for carrying out the remaining 
provisions of the interli DPA authorities contained ln the Energy Security 
Act. 

More specifically this Executive Order provides that: 
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The functions vested In the Preslilent by Sections 30S(f)(l) 

and 3a5(f)(Z) of the Defense Production Act of 19S0, as 

amended (50 U.S.C. App. 2095(f)(1) and (2)). are delegated 

to the Secretary of Defense. 

The Secretary of Defense shall, after consulting with the 

Secretary of Energy, determine the quantity and quality of 

synthetic fuel Mhlch Is needed to meet national defense 

needs frcn time to time. This determination shall be made 

In accord with Section 305{flCl) of the Defense Production 

Act of 19S0, as anended, and shall promptly be furnished to 

the Secretary of Energy. 

In accord with Section 30S(f)(n of the Defense Production 

Act of 1950, as amended, the Secretary of Defense shall ensure 

that his determination of the national defense needs for 

synthetic fuel does not include any synthetic fuel which the 

Secretary anticipates will be resold by the Government. 

The functions vested In the President by subsections {b)(l)(A)(l) 

and (H). (c)(3), (d)(Z),{d).(3). Cdl(5). (d)(6).. (e), and 

(g)(Z)(C) of Section 305 of the Defense Production Act of 

1950, as amended (50 U.S.C. App. Z095), are delegated to the 

Secretary of Energy. 

The Secretary of Energy, to the extent practicable, shall 

apply laws regarding the procurement of goods and services 

by the Government to the tents and conditions contained In 

purchase contracts awarded under subsection (b)(l)(A)(i) 

of Section 305 of the Defense Production Act of 1950, as 

amended. The terms and conditions of these contracts shall 

be subject to the concurrence of the Secretary of Defense. 
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The Secretary of Energy shall, after consulting irith the 
Secretary of Defense, exercise the functions delegated to 
Mm under Section 30S of the Defense Production Act of 1950, 
as enended. In order to meet the national defense needs for 
synthetic fuel as determined by the Secretary of Defense. 
No nen awards for purchases or ccmnl tments for financial 
assistance shall be made under the provisions of this Order 
after the date on which the President detennlnes that tiie 
UniUd States Synthetic Fuels Corporation is established and 
fully operational. That determination Is to be made In accord 
with Section 305(I(J of the Defense Production Act of 1950, 
as anended (50 U.S.C. App. Z095(k]], and (n accord with the 
appropriations to the Departments of Energy and the Treasury 
pursuant to the Supplemental Appropriations and Rescission 
Act, 19sa (P.L. 95-304; 94 Stat. B57, SBO-882}. 
No award for a purchase or conmitment for financial assistance 
shall be made which would preclude projects or actions Initiated 
by the Secretary of Energy under the provisions of this Order 
from being transferrable to the United States Synthetic Fuels 
Corporation. 

Prior to Issuing any loan guaranteee under the provisions of 
thU Order, the Secretary of Energy shall obtain the concurrence 
of the Secretary of the Treasury with respect to the timing. 
Interest rate, and substantial terms and conditions of such 
loan guarantee. In establishing an interest rate, the current 
average yield on outstanding marketable obligations of the 
United States with ccMparable remaining periods of maturity 
shall be considered. To the extent practicable, the tlalng. 
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Interest rate, end substanttal terns and conditions of such 
guarantees shall have the mlnlmun possible Impact on the 
capital markets of the United States, taking Into account 
other Federal direct and Indirect securities activities. 
1 am pleased to report that the close cooperation between DOE and 
OOD that was evident In the Initial states of drafting the Executive 
Order and the solicitation for the Interim BPA program, as contlnjed. I 
might also point out that the Department of Treasury was particularly 
helpful during the solicitation drafting effort, and I look forward to 
their continued Involvement in the Alternative Fuels Production Program. 

III. DPA SOLICITATION FOR PROPOSflLS FOfl FISAHCIAL ASSISTAKCE 
FOR THE DEVELOPMENT OF SYNTHETIC FUELS 
A. Scope and Purpose 
The DPA solicitation is for the expressed purpose of inviting 
interested parties to submit proposals for financial assistance to 
expedite the cornnercial production of synthetic fuels for national 
defense needs. Pursuant to the authorities set forth In the interim DPA 
provisions under Public Law 96-294, this solicitation makes available 
the S3 billion appropriated by Public Law 96-304 for: 

1. Contracts for purchases of, or comnitaents to purchase, for 
synthetic fuels for Government use for defense needs; 

2. Price guarantees, indirectly through purchase conmltnents 
where the Government exercises the right to refuse delivery of 
a synthetic fuel and pays an amount by which the contract 
price exceeds the prevailing market price: and for 

3. Loan guarantees to finance the construction of synthetic fuel 
production facilities and to be Issued in conjunction with 
contracts to supply synthetic fuels for Government use for 
defense needs. 
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In addition, advsnca paynentt made In conjunctton mIUi purchase 
cmitaents are pCTnlsslble under the Interim DPA program, provided that 
efther construction of the synthetic fiie1 project has begun or It has 
been determined that a11 conditions precedent to construction have been 
net. 

The basic intent in structuring the scope of the DPA solicitation 
was to expedite the construction and operation of connerclal scale 
facilities for the production of synthetic -fuels for national defense 
needs at the earliest time practicable and in a manner consistent with 
connerclal practices. 

In Issuing this solicitation, DOE recognizes that, In view of the 
S3 billion available In comparison to the financial requirements of 
Constructing full coimercial -scale synthetic fuel production facilities. 
We will be able to fund but a relatively few number of worthMhile 
Projects. For this reason, and In recognition of the Intended expeditious 
nature of the interim DPA program, it Is our Intent to seek those 
Projects that are able or prepared to start construction quickly. To 
qualify under this solicitation, therefore, will require that a proposed 
synthetic fuel project be highly advanced and to have had the benefit of 
a significant level of ccnnl'biient, in both time and dollars, on the 
part of the project sponsors prior to seeking Federal financial assistance 
under this solicitation. The qualification criteria set forth In the 
DPA solicitation have been carefully designed for this purpose. 

I should also point out, however, that Public Law 96-304 provides 
that proposals received by DOE in response to the DPA solicitation shall 
be considered as responses to a solicitation of the U.S. Synthetic Fuels 
Corporation to the extent that the proposed projects meet the eligibility 
criteria for funding by the Corporation. This feature, along with a 
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similar provision for the transfer of actual projects funded by DOE 
under the Jnterla program, cotild well prompt the submission of t greater 
number of proposals than the $3 biHicn alone would otherwise attract. 

G. Key Features of the DPA Solicitation 
In keeping with the Congressional declaration of policy as stated 
in the Energy Security Act tor 

". . , Insure the national defense preparedness which is essential 
to national security, it is (also) necessary and appropriate 
to assure domestic energy supplies for national defense 

The predominant feature of the DPA solicitation is the high priority 
placed on the production of synthetic fuels for defense needs. These 
needs, which are set forth In the solicitation In the manner prescribed 
by DOD, in turn place the highest priority on the production of liquid 
mobility fuels, priairlly in the niddle distillate range. 

This, the most predominant feature of the DPA solicitation. Is 
intended to serve the legislative requirement of the Interim DPA program 
that the synthetic fuels to be acquired are needed to meet national 
defense needs and that lt is not anticipated that such synthetic fuels 
will be resold by the Government. 

While at the same time targeting on the production of defense 
mobility fuels, the solicitation recognizes and provides for projects 
that need not propose that all of the products and/or by-products be 
Intended for sale to the DOD. This feature is intended to allow for 
consideration of projects which are designed to suit the naxlmum potential 
of the technology used, within the context of sound engineering, economic, 
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nrfconerclftl practice. This could Include, for example, projects 
*en the production of synthetic fuels Is accocipl 1 shed from refinery 
bitflds of synthetic and conventional crude oils. 

A second key feature of the DPA solicitation Is flexibility - 
flexibility In that proposers are not constrained to choose one of the 
ivilltble Incentives, but can, and In fact are encouraged to, choose 
thit coablnation of the available incentives which best serves the 
nnincial i>eeds of the proposed project. The use of advance piynents or 
loan guarantees in conjunction with a purchase connitment contract, 
■fhere their use can be a determining factor In the decision to limediately 
proceed with the construction of the project, are examples of Incentive 
coibinBtions permitted under this solicitation. This flexible approach 
Is Intended to stimulate a more innovative approach to synthetic fuel 
Project financing and to permit tailoring an incentive package that best 
serves the financial needs of the project while nininizing the Government's 
'total financial exposure relative to the level of product output. 
Key features of the DPA solicitation include; 
The right for the Government to refuse delivery of the 

synthetic fuel contracted for and to pay the difference by 
which the contract price exceeds the prevailing market price 
for such synthetic fuel. While this right of refusal feature In 
essence provides for price guarantees, it serves a somewhat 
counter objective to that of ensuring that the synthetic 
fuels to be acquired are Intended for defense use and not 
Intended to be resold. 
A minimum liquid production threshold of 10,000 barrels per 
day and a maximum level of crude oil equivalent of synthetic 
fuel of 100,000 barrels per day, per project. 
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Loan guarantees. In addition to their availability to the 
actual synthetic fuel project, are also available to persons 
who are participating In a synthetic fuels project as the 
manufacturer or fabricator of coMponents for the project, 

IV. PUBLIC COtWEIffS OH DBAFT DPA SOLICITATIOII 
AMD THEIR AFFECT M FltWL SOLICITaTOH 

As I mentioned previously, the DPA solicitation was Issued In draft 
form on August 3S, 1980, and a presollcltatlon conference was held on 
Septeinber 8, 19B0, both of which were for the purpose of receiving 
public comnents on our proposed approach for executing the interim OPA 
(and NNA) program. We issued approximately 6,000 copies of the draft 
solicitation, and approximately 200 Industry representatives attended 
the presoli citation conference. 

Mr. Chairman, I want to take this oppoi^nity to express my deep 
appreciation for your appearance at the presoHcltatton conference - 
your presence and participation at the conference Mas wannly received 
and contributed iffmeasurably to setting a constructive forum for the 
participants. Particularly noteworthy Mere your statements that "the 
amount of information (required in the draft solicitation] goes far 
beyond what is required l>y the low and tt tends to puncture the sense of 
urgency we all recognize Is needed to strengthen our rational security," 
and that "it (should) be altogetter possible to telescope or expedite 
not only response times but also the making of coRnltments and contract 
awards." 

In addition to your coements, Mr. Chainun, we received a significant 
number of comnents on the draft solicitation from the private sector 
participants, the najor portions of which also related to the proposed 
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progru execution schedule and the extent end nature of the infonnatlon 
required in proposal subeiisslons. These too major sollcUation Issues 
and the Kant by which they have been resolved are ditcussed below. 

A. Prograw Execution Schedule 
The original draft solicitation provided for a period of 75 days 
Within which proposals seeking finarKial assistance under the DPA program 
«ust be subMitted. Industry's response to this timing provision was 
clearly divided between those who argued that it did not provide sufficient 
tine to prepare and subntt proposals containing the information called 
for and those who argued that the schedule could, and should in fact, be 
compressed so as not to incur even further delays for those projects 
that are prepared to innediately underUke construction of full-scale 
coMercial facilities. 

Given these opposing private sector viewpoints on the one hand and 
Siven the clear intent of the Congress to achieve maxinuni synthetic 
fuels production for defense needs at the earliest time practicable on 
"the other, we have changed the originally proposed 75-day response time 
to a 30-day response time. If, subsequent to our initial review of 
proposals received during the 30-day tiae frame, it is determined that 
the full amount of the $3 billion available is not likely to be awarded, 
we will reissue the solicitation and accept additional proposals for 
consideration for award. 

Hhlle this accelerated schedule clearly places the onus on Industry 
to respond with unprecedented speed, we feel that the 30-day response 
tine is. nonetheless, entirely consistent with and responsive to the 
often stated Congressional intent to execute the interim DPA program 
with the greatest sense of urgency. 
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B. Proposal Inforwation Regulrwwnts 
tlot unlike the timing tssue> Industry's cornments on the extent and 
nature Of the Information required In proposal submissions was also 
dearly divided. There were those who argued that the level of infoma- 
tton being required, both In terms of quantity and detail, was far In 
excess of that which 1s readily obtainable within the tline allotted and, 
in any event, was In excess of that required for the Government to act 
responsibly In making financial assistance awards. In contrast, there 
were those who argued that such Information requirements were totally 
consistent with private Investment and lending practices and should. In 
fact, already be available to the mature project ready to innedlately 
undertake full-scale construction. 

Based on these and your comments, Mr. Chairman, I directed my staff 
In Resource Applications to undertake an internal and Independent 
reassessment of the information requlreinents as set forth in the draft 
solicitation and 1 personally sought further cotments froa respected 
representatives from the private Industrial and Investment conmunlties 
regarding the criticallty of these requirements to support responsible 
Investment decisions. The results of these additional efforts clearly 
substantiated that, on balance, the Information requirements are entirely 
appropriate, reasonable «nd representative of what the private sector 
typically requires in their transactions, particularly for ventures of 
the capital magnitude and ftrst-of-a-kind nature of thosa being contemplated. 

Accordingly, 1 have concluded that the level of Information reflected 
in the draft solicitation end as It Is now specified In the final solicitation 
Is either essential or highly beneficial If we are to assure that: 
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The proposed synthetic fuel project w111 produce the synthetic 

fueU for defense needs in the quantities and at the time 

proposed; 
The project costs are reasonable; 
A11 risk elements have been assessed and are acceptable to 

the Government; 
The project sponsors can fulfill and naintain their proposed 

com«itment to the proposed project for the life of the project; 

and that 

The liability to the Government is detennined and is acceptable 
to the Government. 

1 would add in this regard, however, that RA has made a conscientious effort 
~ti) reduce the burden on potential proposers to the extent practicable by not 

requiring the submission of information, both In terms of quantity and format, 
in addition to that typically available. Exanples of existing information 
include a project EIS or EIA and certain financial documents such as the 
SEC 10. K reports, which need not be modified for purposes of proposal support. 
In addition, the solicitation contains standardized forms to accomnodate ease In 
submission of the major portions of the required information. 

V. C0HCLUDIN6 CWWENTS 

Hr. Chairman, as you and the Members of this Subconmi ttee are well 
»ware, and as I stressed in my July testimony before you, I am strongly 
comitted to execute this critically liqiortant program in the shortest 
time practicable. To do otherwise would represent a choice to Ignore 
its single Injiortance to the Nation, particularly given the most recent 
events in the Middle East - events which represent an even nore serious 
threat to our national well-being than those to which you and the 
members of this Subconmittee so responsibly responded over a year ago. 

I can assure you, Hr. Chairman, that my RA staff has and will 
continue to devote their untiring efforts to the successful execution of 
this monumental and unprecedented undertaking. I can only further 
Stress that the Alternative Fuels Production Program, within which the 
Interim DPA authorities now serve as the principal focus, continues to 
have the direct attention and support of Secretary Duncan to ensure that 
its execution proceeds on the quickest possible and responsible basis. 
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Chairman Moorhead. Thank you, Dr. Davis, and again, my con- 
gratulations to you and Dr. Bement, because I think without you 
we would not be moving as rapidly as we have. 

And the subcommittee will near now ft*om Dr. Arden L. Bement, 
Deputy Under Secretary for Research and Advanced Technology 
for the Department of Defense. 

Dr. Bement. 

STATEMENT OF ARDEN L. BEMENT. DEPUTY UNDER SECRE- 
TARY FOR RESEARCH AND ADVANCED TECHNOLOGY. DE- 
PARTMENT OF DEFENSE, ACCOMPANIED BY GEORGE MAR- 
lENTHAL, DEPUTY ASSISTANT SECRETARY FOR DEFENSE 
FOR ENERGY, ENVIRONMENT, AND SAFETY; AND RICHARD E. 
DONNELLY, DEPUTY DIRECTOR FOR PRODUCTION RE- 
SOURCES 

Dr. Bement. Thank you, Mr. Chairman and members of the 
subcommittee. I would request that my prepared statement be 
submitted for the record. 

Chairman Moorhead. Without objection, your full statement will 
appear in the record. 

Dr. Bement. It's my pleasure to report to you that since July 30 
when I last appeared before you, we have made considerable prog- 
ress in our eff'orts to implement the legislation which Congress so 
wisely provided. 

I am accompanied today by George Marienthat, Deputy Assistant 
Secretary for Defense for Energy, Environment, and Safety; and 
Richard Donnelly, Deputy Director for Production Resources. 

As I reported before, the Defense Department is prepared to 
execute the full authority of the Etefense Production Act, as eunend- 
ed, to provide the fast start that you emphasized in your comments 
during our last testimony, and we are prepared to answer any 
questions that you or the subcommittee may nave on that issue. In 
my brief remarks this morning, I want to give you an update of our 
actions, and specifically address the challenges you've given us. 
Our efforts to that end are demonstrated by the resources which 
have been committed by the Department of Defense find the De- 
partment of Energy in accomplishing the necessary tasks, and our 
resolve to begin the process to obtain domestically secure and 
assured synthetic fiiel for the reeisons that you outlined in your 
opening statement. 

In order to improve communication and accelerate the synthetic 
fuel fast start program, the Department of Defense has dedicated 
personnel to work with the Department of Energy. The background 
of these personnel is in many areas affecting synthetic fuel produc- 
tion. including procurement, technical, supply, legal, and financial 
matter. They provide a complete interface of the two departments 
in these essential areas. 

In the implementation of the Energy Security Act, I believe that 
the schedule set forth by the Department of Energy reflects consid- 
erations for technology evaluations and procurement safeguards, 
and many of the recommendations resulting from the comments on 
the draft solicitation. This schedule, assuming a strong response 
from industry, should provide the Department of Defense with 
synthetic fuels banning in the 1984 to 1985 time frame. 
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We are also moving as rapidly as possible to assist the Depart- 
ment of Energy to assist in implementLng title I of the Energy 
Security Act. We believe we are truly moving in the fast start 
direction as intended under the act. 

Dr. Davis has already outlined a number of details in the sched- 
ule of events that have already taken place concerning the Execu- 
tive order, the draft solicitation, and the draft solicitation confer- 
ence. I will only comment further on specific additional actions 
that the Department of Defense has taken in assisting the Depart- 
ment of Energy. 

We have reviewed the draft solicitation and have si^gested to 
the Department of Energy methods for simplifying the format, 
reducing redundancies in the request for technical and financial 
information, providing improved guidelines and procedures for the 
evaluation criteria, and improving the integration of the terms and 
conditions for purchasing fuel. 

Although it could be argued that the financial data required is 
subetantieilly in excess of that required for purchase agreements, 
we respect the intent of the Department of Energy to minimize the 
risks to the Government. We have reviewed the bid preparation, 
bid review, and contract negotiations schedules proposed by the 
Department of Energy from the standpoint of industry's capabili- 
ties to respond, requirements for safeguarding government interest, 
and the time required to carefully evaluate the technical and pro- 
curement uncertainties associated with such an aggressive under- 
taking. 

We have also prepared a draft interagency agreement, and we 
have forwarded this agreement to the Department of Energy for 
comment. We expect that this agreement can be executed rapidly 
and that, while this agreement is between the Department of De- 
fense and the Department of Energy, it can serve as a model 
agreement for the U.S. Synthetic Fuels Corporation to use in con- 
ducting its business with the Department of Defense and other 
Federal departments and agencies. 

Mr. Chairman, while we have made significant progre^, there 
remain matters which I would like to bring to your attention. The 
matter of long-term purchase agreements is of concern to the De- 
partment of Defense. We do greatly appreciate your comments that 
you have made to us concerning our ability to make long-term 
synfuel purchase contracts. We are very seriously reviewing those 
comments in connection with the existing relevant laws. Your con- 
tinued support in assisting us in this legislative matter is appreci- 
ated. 

We also realize the broad latitude provided by the enei^ legisla- 
tion to eliminate procurement provisions. Recognizing this, we 
have defined the terms and conditions that would be included in 
the solicitation. Many terms and conditions which are necessary to 
do business in the supply contract have been included for informa- 
tion and to provide a basis for negotiation. 

Mr. Chairman, I wish to assure you that the concerns you ex- 
pressed in our previous meeting have been and are fully appreciat- 
ed. They have been seriously considered by the Department of 
Defense and the Department of Energy. We are and intend to 
continue moving aggressively to implement this very important 
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[fTogram for our Nation, and to assure a smooth transition to the 
onger term Synthetic Fuels Corporation progrcun. 
"niEink you. 
[Dr. Bement's prepared statement follows:] 
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Hr. ChalrBan and ttoabera of the CoaiilltaA: 

It Is my pluBuie to report to you chat, since 30 July whan I last 
appeared betoca you, ua hav« made considecsble progress In our efforts 
to iapleiient the legislation which Congress so wisely provided, 

I am accompanied today by George Harienthal, Deputy Assistant Secretary 
of Defense for Energy, EnvlroiVMnt, and Safety, and Richard Donnelly, 
Deputy Director for Production Resources. 

In ny brief renarks this aorning I want to give you an update of our 
actions and specifically address Che challenges you have given us. Our 
efforts to that end are denonstrated by the resources vhich have been 
comlcced by the Department of Defense and Che Departnenc of Energy in 
accmpllshlDg the necessary tasks and out reeolve to begin the process 
of obtaining domestically secure and assured synthetic fuels. Ue have 

■bo would engage In a viable synthetic fuels industry. Ue have also 
participated ulth DoE in the publication of a draft solicitation for 
couent by the private sector to assure that all facets of the business 
eo^nmicy are represented and chac all views are considered in Che 
davelopment of the synthetic fuels progran. 1 believe that the Depart- 
>ent of Defense is fully prepared without delay Co loeet our responsibillc 
in Che synthetic fuels area. 

In order to iaprowa eonmunlcatlon and accelerate the synthetic fuels 
Fast -Start program, the Department of Defense has dedicated personnel to 
work with the Department of Energy. The background of these personnel 
la In >aay areas affecting aynthetlc fuela production development. 
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Including! procurcBanc, cechnlcal, aupplyi legal, and financial. They 
provide a complete Interface of the two DepartnentB In these essential 



Implementation of the Energy Security Act, I believe that the 
e set forth by Che Departnant of Energy reflects consideration 



Ing fro 



raft 



the Department of Defense wl 
timeframe. We are also novl 
Department of Energy in imp] 



.th synthetic Euela beginning In the 198^1-87 
ng as rapidly as possible to assist the 
.ementing Title 1 of the &iergy Security Act. 
.ng In Che Fast-SCart diteeclon as intended 



Cev details In that 
3vlng in this neu bu 



CO Indicate the spee 
Bly Important program 



Firsc. Che Executive C>rder has been signed by the President. 



prepared by the Deparcaent of Energy with full Departme 



Iclpatl 



nsultat 



hosted pce-BollcltaClon conference on 8 September. We expect the final 
solicitation to be issued from the Department of Energy before the «od 
of this week. 

Third, we have reviewed the draft solicitation and have suggested to the 
Department of Energy methods for simplifying the format, reducing redund- 
ancies In the request for technical and financial information, providing 
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Inproved guidaiice and pToceduTca fax evaluation criteria, and Inprovlng 
the Integration of the teivs and condltlona for purchasing fuel. Although 

excess of that required for purchase agreenents, we respect the Intent 



Fourth, ii» have ravlcwad the bid preparation, bid review, and contract 
segotlatlona aehedule proposed by the Department of Energy fron the 
■tandpolot of ioduBCry's capablllcles to reapond, requirements tor 
safeguarding Government Interests, and the time required to carefully 






Fifth, ue have prepared a draft Interagency Agreci 

forwarded It to the Department of Energy for com 

this Agreement can be executed rapidly. We expect that while this 

Agreement is between the Department of Defense and the Department of 

Fnecgy, that It can serve as a model agreement for the United States 

Synthetic Fuels Corporation to use In conducting Its business with the 

Department of Defense and other Federal departments and agencies. 



Mr. Chairman, while ue have niade significant 
matters irtilch I wnuld like to bring to your s 



The matter of long-term purchase 
greatly appreciate the comments y 
ability to sake long'tein synfuel 



to DoD concerning our 
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clously levieulng chose conmenta In conoectlon with the existing 



1 latitude provided by the energy legislation to 

It provisions. Recogniilng this, we have defined the 

9 that will be Included In the solicitation. Hiny 

included for information and to provide a baslB for 



Mr. Chflitmsn, I wish to assure you that the concerns you expressed In 
our previous neeting have been and are fully appreciated, lliey have 

this very Inportanc progran for our nation and to assure a snooth transition 
to the looEer-terD Synthetic Fuels Corporation progcam. 
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Chairman Moorhead. Thank you. Dr. Bement. 

First, a few cleanup details. On this matter of the long-term 
purchase tigreements, it seems to me that the Department of De- 
fense, when dealing with synthetic fuels, particularly with a new 
industry, you have to contract for that which is in existence today, 
and contract long enough so that the corporations interested in 
bidding on these will be eissured of a purchtiser into the future. 

I thmk we have stressed many times the essential need of the 
secure source of domestically produced fuel for our defense pur- 
poses is absolutely essential to our security; therefore, I think the 
law should be construed as carrying out that intent of the Con- 
gress. 

One other thii^, Dr. Bement. You referred to this interagency 
agreement which can be executed rapidly. It seems to me that a 
little over 1 year ago I heard of a draft interagency agreement 
which was floating around, emd not signed. 

Is this draft interagency agreement that same old one that we 
knew about over 1 year ago, or is this a new one? 

Dr. Bement. Mr. Chairmem, we have a number of memorandums 
of agreement and interagency agreements in force, many of which 
have been e^reed to in just the past 6 months or so. This is a 
continuing process in order to facilitate freedom of action by people 
at the working level in carrying out the programs that have been 
assigned to them. This is in the spirit of the present interagency 
agreement. It deals with details on transferral of funds and imple- 
menting the procurement actions. 

Chairman Moorhead. Sometimes I think I act as your wicked 
partner up here. Can we get a date on which you think this new 
interagency Eigreement can be executed rapidly? 

Dr. Behent. The agreement has been staffed through the De- 
partment of Defense and it has just been recently transmitted to 
the Department of Energy for comment, so I would have to defer to 
Dr. Davis to address that. 

Dr. Davis. We just got the DOD's suggestion for an interagency 
agreement yesterday. Having been on the other side of this prob- 
lem in the past, it is my intent, and to the best of my ability to get 
that agreement signed out by DOE within a matter of 1 week to 2 
weeks at the very longest. 

Now, this is sort of a commitment in blind, because I have not 
yet seen it. Knowing the Department of Defense and its interests, I 
can't imeigine that we can't come to terms very shortly. 

Dr. Bement. I might add, Mr. Chairman, that since the inter- 
agency agreement had to reference specifically the delegated au- 
thorities in the Executive order, we had to have at least a signed 
draft of that order before we could officially transmit it. That is the 
reason why yesterday it was transmitted officially. 

Chairman Moorhead. My impression, to be quite candid with 
you, is that you two— what I will call the top— are agreeing and 
wrorking together in a magnificent fashion, for which I coi^ratulate 
you. 

But sometimes, when you get down to the small print, which you 
obviously delegate to people, that there are e^reements over what I 
sometimes think as nitpicking. 
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So, one of our functions that I think this subcommittee can serve 
is in effect to get on you and through you to the people who are 
dealing with the small print, nitpicking, but again, I want to reiter- 
ate that what I am saying is not critical of the witnesses here 
today, because I think you have been doing as good a job of inter- 
agency cooperation as I have seen in 22 years in the Congress. 

Dr. Behent. Dr. Davis and I agreed right from the onset that we 
would not be impeded in any way by ^ese types of agreements, 
and I don't believe we sire at the present time. So we will continue 
to move very expeditiously. 

Chairman Moorhead. And we will continue to prod when it 
seems appropriate. 

Dr. Bement. That is feiir enoi^h. 

Chairman Moorhead. Let me just say before my 5 minutes are 
up that I am pEirticularly delighted that you have adopted a fast 
start approach to the first soHcitation response. And I think that 
the later proposal is really an open invitation for people to come in 
even if they don't get anything under the 90 days, they will have 
done the ground work for dealing with the Sjmthetic Fuels Corpo- 
ration. So that — a real inducement to come in for the slow risers, 
as well as the fast start people. 

In my view it is quite possible that m^or contracts and commit- 
ments can be made by the end of this calendar year so that these 
can start next year. Please tell me that I am correct in that fond 
hope of mine. 

Dr. Davis. It is more than possible in the sense that, with the 30- 
day start — and if we give ourselves as short a time as possible — we 
would actually change the date that I originally gave to you for 
closing solicitations, from December 1 to about November 3. So we 
will now have proposals to look at by about November 3. 

If we worked with the sense of urgency that we have up to date, 
we should be able to have conditional commitments this calendar 
year. 

The reason that that is an open-ended statement is: First, we 
don't have any precedent for what we're doing in this area of 
financial assistance; second, we have no idea of what kinds of 
proposals are goii^ to come in, in terms of their ability to respond 
to our information requirements; and third, we do have three 
departmental processes involved; namely, the Depculment of 
Energy, the Department of Defense, and the Department of the 
Treasury. 

So, while I do have to give you that open-ended statement, it is 
more than possible, emd it is highly probable, that we could have 
conditional commitments this calendar year. 

Chairman Moorhead. But as you said in your testimony, we 
have put the ball in the court of private Industry now. 

Dr. Davis. Well, this has been my intent all along. It is industry 
that is going to have to carry this activity out; it is industry that is 
going to be running the synfuel industry; it is really they that can 
best decide what their financial assistance requirements are; and it 
is only that industry, or those companies, that are able to provide 
this approach to something that hasn't been done, that I tmnk we 
have to depend upon them. 
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And this does put the onus on industiy as to whether they can 
do a fast start to come in and help us in this activity. 

Chairman Moorhead. Mr. McKinney? 

Mr. McKinney. I was jiuit going to suggest to Dr. Bement and 
Dr. Davis that they have a conference committee such as we just 
had over housing with the Senate. I get a little disturbed some- 
times when we are in a hurry if eveiTthing is shifting back and 
forth through the U.S. mail. 

Do you sit around the table and argue this out like we do, until 
12 p.m., until you can solve it? 

Dr. Davis. Yes, it has been impressive, given the 23-hour days 
that tmth DOE and DOD people have been putting on this particu- 
lar activity since, really since about August 1, or the middle of 
July. And I don't think that I have ever seen such a dedicated 
noup as that cheiired by Larry Lukens and the people that Dr. 
Bement has supplied. They have been there until 3 a.m. and 5 a.m. 
in the morning, sometimes. 

Mr. McKinney. So on this agreement that you just got yester- 
day, after a nice weekend of reading it, you could all sit down at a 
table and fight over the fine print? 

Dr. Davis. I think I would say in a tribute to DOE and DOD that 
we have got agreement on the Executive order, from our points of 
view, iaster than anyone expected. And it was due to this sort of 
continuous discussion between Dr. Bement and his people and 
myself and my people. The interagency agreement will get that 
same kind of attention; however, I think the remark that Dr. 
Bement made is appropriate. We have been working — we could not 
work any closer, even if we had an interaigency agreement. So that 
it has not impeded any of our activity. 

Mr. McKinney. I am delighted to hear that, because I think it is 
an interesting juxtaposition to see you sitting there, Dr. Davis, 
because you know the other jobs. I am glad we streamlined the 
process. I hate to think what it would have been like if we hadn't 
streamlined it, with sdl these drsift proposals that form a 3-inch 
stack. 

I was just thinking about your remark, the hall is now in indus- 
ti^s court. That is quite a ball. 

Since the last time you were here I have been a little concerned 
about some of John Sawhill's remarlcs r^arding the glut of the 
i^esent supply of petroleum. Really, this fast track and this whole 
bill was designed to get things moving quickly so that in 1984-85 
we will be moving along toward production. 

Perhaps only the Lord could define what our position will be 
then, particularly with the world situation as it is today. But I 
think that we have to get going. You and I talked the last time. Dr. 
Davis, about striving for perfection, and striving a little bit too 
hard for perfection. 

Are we going to be able to get away from that, so that we go just 
a little bit like we did on some of the space programs, to be sure 
that they work, or are we still trying to dot every single "i" and 
make sure that we make no mistakes — which we will make, no 
matter how careful we are? 

Dr. Davis. From my point of view, we have, since the last hear- 
ing, and on this activity as a whole, been moving in what I would 
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call the way one should move on an emergency or a critical nation- 
al program. We have, and I communicated this to the Secretary 
and he shares this subcommittee's and my intent, to move as fast 
as possible and to tolerate mistakes that are correctable, £is op- 
posed to perfection. 

When one is attempting to do something for the first time, that 
puts the financial liability of the Government at stake to the tune 
of $5 billion, and as a precedent to the tune of $88 billion, there is 
a tendency — and a very constructive tendency — to try to move 
carefully. So we have as a constructive constraint at any given 
time the intent of the appropriate people in the Government to 
make sure we make as few mistakes as possible. 

Mr. McKiNNEY. Well, I don't want the Space Shuttle to fall on 
tiles, either, but I do think that if we have some of the philosophy 
we had under John Kennedy — to get to the Moon, and show the 
Russians who controls space. We made some mistakes, but we got 
there. I am terribly afraid from some of the material I have been 
reading that we may be trying to buUd the perfect mousetrap, and 
none of us will ever see a commercial synfuels industry. 

Dr. Davis. I would certainly hope that this subcommittee would 
keep voicing those concerns. The immediate term objective, as we 
are stating it, is to take advantage of the construction season that 
we now have. This is my analogy of getting a man on the Moon at 
a given time. 

If we don't take advantage of the construction season we are in 
now, we have a continual reason for delay, because that is an 
extremely important goal. And the other goal that I think is ex- 
tremely important for this activity is that these applications are 
for national defense needs, and that is unique within the Govern- 
ment. 

Mr. McKiNNEY. Mr. Lukens said somethii^ about a date certain 
for making awards at the presoiicitation conference. 

Have you got a date certain? 

Dr. Davis. We don't have a date certain for getting awards out. 
We don't have control over that. For either of us, or for any of us, 
to provide that date would be beyond our control. We have a date 
for getting the solicitations out, and clewing the solicitations. The 
first week in October and the first week in November are the 
dates. We have the resources of the Department standing by, to 
push for a conditional commitment as soon as possible, depending 
on what comes in. 

It is going to be a case-by-case review of each of these proposals. 

Mr. McKiNNEY. Thank you, Mr. Chairmim. 

Chairman Moorhead. Mr. Green? 

Mr. Green. Yes. I expressed in my opening statement that I was 
rather concerned about the statements that Secretary of the Treas- 
ury Miller made before the Oversight Subcommittee last Wednes- 
day, and he seemed to indicate, when talking about the synthetic 
fuels program, that on things like gasohol, which he characterized 
aa being close to the market, that that reeilly wasn't the place for 
the synfuels program to operate; that the economics could take 
care of that itself. 

And he went on to say that you have got pretty much an eco- 
nomic tradeoff on that pr(^am, and there EU'e parta of the synfuels 
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industty where that would be true, also, and that, if I may quote 

I would hope that the Synfiiels Corporation. 1 believe properly guided by Con- 
liimi will try to take ita resources and go to the paradigm of technology, because 
tne Gorenunent should not support something that the private market a^tem can 
do itoelf. I think we really ought to be using the Synfuels Coiporation to take the 
riflka to the horizons of technolt^y that we need, if we think ahead to the ninetiea, 
and the next century. 

That did concern me and I alerted the chairman of the subcom- 
mittee and the ranking member of that testimony. What is the role 
of the Treasury Secretary in this program, and was he speaking for 
the administration when he made those statements? 

Dr. Davis. The role of the Treasury Secretary in this pr<^am is 
defined specifically in the Executive order, and I think I quoted 
that in my statement. 

He does have specific responsibilities for setting interest rates 
and for the timing, as well as the terms and conditions of loan 
guarantees. This is absolutely a typical and a necessary function of 
the Secretary of the Treasury. He also has been helping us through 
his staff, or we have asked for assistance, in getting specific rulings 
on speciiic parts of the interim solicitations. 

Mr. Gbeen. Would he be able, for example, to cause you to turn 
down proposals in response to your solicitation for alcohol or gaso- 
hol products, on the ground that those are not things on which we 
should be spending Government money, because they are not the 
technology of the year 2000, but they are here now? 

Dr. Davis. Let me say no and let me indicate what I mean by no. 
The Treasury staff would not be helping us in the technical analy- 
ma of the proposals, but in the financial aspects as he is required to 
by law in terms of the responsibility for the determination of the 
technical readiness of the particular technology being proposed or, 
what I should say is, the marketplace readiness of the particular 
technology being proposed, that is essentially a decision for the 
Department of Energy in conjunction with the Department of De- 
fense. 

Mr. Gbeen. The fact that gasohol might be almost competitive 
with gasoline would not be a bsisis on which the Secretary of the 
Treasury could stop you from going forward? 

Dr. Davis. No, it is not under the present planning and it is not 
under the present agreement and not under the Executive order. I 
might add that when he commented upon these kinds of synfuel 
tedmologies being in the feasibility stage, I would say that it could 
be extremely confusing to anyone, because we are on a parallel 
process, We have a number of activities underway simply because 
we can't afford the luxury of workii^ in sequence. We have $500 
million in process for feasibility studies, which is the beginning of 
commercial activity or marketplace activity, and for cooperative 
agreement, which is the intermediate stage, to get to the interest of 
tills subcommittee, which is the actual construction and operation 
of commercial plants. 

We have $500 million in synthetic fuels activity going on simul- 
taneously with this $5 billion activity. Simulttmeoudy, the Depart- 
ment of Energy has oi^oing activities for feasibilily studies, cooper- 
ative ^reements, and loan gu^^^n^^^ i" the area of alcohol fuels 
and urban waste and the like. So you see a picture of everything 
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going on simultaneously, which I think is appropriate, because the 
technologies are at these various stages of development and the 
marketplace readiness varies. So you have everything going on 
simultaneously, and I believe that is consistent with the urgency of 
the progTEun. 

Mr. Green. Would your response as to the role of the Secretary 
of the Treasury change when your jurisdiction passes to that of the 
U.S. Synthetic Fuels Corporation? In other words, would the Secre- 
tary of the Treasury have any different role then from what he has 
now? 

Dr. Davis. The role of the Secretary of the Treasury with respect 
to the Synthetic Fuels Corporation is defined in the law, and I 
would rather refer to that. He has specific responsibilities. They 
are set forth, and rather thfin try and recall them, I would like to, 
simply for the record, refer to them in the Energy Security Act. 

Mr. Green. Thank you, Mr. Chairman. 

Chairman Moorhead. Mr. Paul? 

Mr. Paul. Yes. I have one brief question for Dr. Davis. Earlier in 
the discussion of synthetic fuels, comments were made about the 
difficulty or the possible difficulty of using synthetic fuels in mili- 
tary equipment. Heis that been all resolved find are we confident 
that all the synthetic fuels can be used in military equipment? Ch- 
are there still some problems that have to be worked out? 

Dr. Davis. Let me, if I may, turn that one over to Dr. Bement 
from the Department of Defense. 

Dr. Bement. We have been undergoing equipment tests now for 
about 3 yeeirs. The short-term tests that we have conducted on 
shale-derived products gives us confidence that we can enter into 
this prc^Eun using specifications, existing specifications, based 
upon petroleum fuels. What needs to be further established is 
whether or not the long-term durability of the equipment itself is 
in any way affected by some of the constituents in the synthetic 
fuels, and that testing will take a longer period of time. 

If we find that there are particular difficulties that occur 
through this long-term testing program, we could either modify the 
fuel with additives or change the specifications. That is the way we 
would proceed. But, at the present time, we are willing to incorpo- 
rate as much synthetic fuel as we cfin get into our testing pro- 
grams. Apart from the engine tests that we are currently undergo- 
ing, we intend to go into fleet testing, starting in about IV^ to 2 
years. 

Mr. Paul. So even though you have done some testing find you 
would have to continue to test, there still may be some problems? 

Dr. Bement. That is right. There are longer term efi'ects that 
could occur over the lifetime of an engine that woiild take addition- 
eil time to discover. 

Mr. Paul. Thank you. 

Chairman Moorhead. Dr. Davis, on page 7 of your statement, 
you refer to the requirement that a proposed synthetic fuel be 
highly advanced. Now, I think I know what you mean. But I think 
we ought to make it clear for the record, so that Mr. Green's 
question is clarified. 

You are proceeding ahead on laboratory experiments for synthet- 
ic fuels for pilot plants, for feasibility studies. These are further out 
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advanced. When you use the word advanced you mean they have 
proceeded through those stages and Eire really ready for commer- 
cial-sized production? 

Dr. Davis. That is right. What we mean here is that they are 
ready to be marketed, and that they are at the stage of being able 
to be used in a marketable size to produce an energy product. That 
is vrhat the interim DPA authorities are aimed at. Tlie Department 
of Energy has a tremendous amount of research and development 
underway, has demonstration programs underway, and as you 
mentioned, we have feasibility studies and cooperative agreements 
underway. 

But these technologies have to be, in essence, proven technol- 
ogies ready for market in commercial-sized production before they 
would be eligible find meet our criteria in the solicitations. 

Chairman Moorhead. I think our intention is now that the 
action will be in the private sector. But, Dr. Bement, I understand 
ttiat you have some concerns about a problem of the skilled man- 
power and the number of engineers, for example, and the equip- 
ment components for these programs, such as air separation plants, 
compressors, thick wall vessels and piping, high-pressure, high- 
volume pumps, heat exchangers, valves, and so forth. 

Would you care to discuss that? I am asking you, sir, because I 
understand you studied it. I eun referring to a document out of the 
Department of Energy entitled "Achieving a Production Goal of 
One Million Barrels a Day of Coal Liquids by 1990." Can you give 
us the benefit of your comments on that, and any comments you 
might care to make about the utilization of the Defense Production 
Act l^al authorities for getting priorities on some of these possibly 
BCEirce items? 

Dr. Bement. Yes; the Department of Defense has considerable 
experience in this matter. And for details I will refer to Mr. Don- 
nelly. We have to be realistic about the imjract on construction 
leadtime that may be caused by critical items of equipment, and 
also the availability of critical engineering manpower in architec- 
tural engineering £md construction firms. 

Hopefully, many of the bidders that do bid on the solicitation 
will have considerable internal resources that they can devote to 
Inring about a fast start prc^am. To the extent that that may not 
be true, it may be necessary to invoke title I of the Defense Produc- 
tion Act to assign priorities and eillocations, to bring more of these 
resources to bear on facilitating construction of the plants that we 
are talking about. 

But I think, if I were to give emphasis to any of the leadtime 
problems that we may be encountering, it is probably more in the 
critical mimpower area, because I am told by many of the industri- 
al representatives that I have contact with that this tends to be a 
critical path item for them in starting the projects. This is an area 
of concern that we will be watching very closely. 

Chairman Moorhead. And the skilled manpower is what, engi- 
neers? Or are we talking about pipefitters? 

Dr. Bement. They are both; machinists, pipefitters, welders, con- 
struction engineers, design engineers. 1 think it covers both the 
professioneil and the nonprofessional ranks. 
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Chairman Moorhead. I think that is a very important state- 
ment, because I think that if private industry and the labor unions 
are aware that there is going to be this demand — and your state- 
ment clearly says that there will be, that we will need these 
institutions and corporate programs and labor apprentices and 
journeymen, and the training will be expedited if they know that 
there is going to be a job at the end of the line. I think that we can 
assure them that there will and assure them that there is a need. I 
think that message should go forth from this room in loud tones, so 
that action can be taken, so that we don't run into a bottleneck. 

I eun also interested that you do mention the allocations and 
priority provisions of the Defense Production Act, which may have 
to be required because of our internation£il security. 

Dr. Bement. If I may, Mr. Chairman, the Defense Department 
has devoted considerable time in studying industrial responsive- 
ness. And I would like to ask Mr. Donnelly if he has any further 
comments to make on that issue. 

Chairman Moorhead. Mr. Donnelly, would you identify yourself 
for the record. 

Mr. Donnelly. Yes, sir, I am Richard Donnelly, Deputy Director 
for Production Resources. We just recently finished a Defense Sci- 
ence Board study of industrial responsiveness that looked at the 
entire industrial structure of the United States for materials and 
components and the availability of labor and things of that nature. 
It did verify, for example, in the labor area, that the United States 
over the next 4 or 5 years will experience a shortage of skilled 
machinists on the order of 200,000 due to retirements and changes 
of the work force. 

We sdao in Defense are pressing for a more efficient use of the 
Defense Production Act on our contracts for parts and services. Not 
contracts for employment necessarily, but the employment follows 
where the priority contracts are carried out. So I guess all I want 
to do is just verify what Dr. Bement has said, that there are those 
problems out there, there are prudent ways of resolving them, and 
we have that under control. 

Chairman Moorhi:ad. Dr. Bement, the staff of the subcommittee 
has prepared a document for me which shows the amount of oil 
passing through the Strait of Hormuz, broken down by the coun- 
tries. And it shows the total as of today, and it is, of course, 
fluctuating, of 16-milIion barrels per day, out of a total OPEC 
production of 27-million barrels per day. That is a large percentage. 

I would like to ask you, or one of your associates from the 
Defense Department, about the vulnerability of the Strait of 
Hormuz. Now, I am not talking about today's crisis. So, we are not 
asking for an^ cleissified information. But from the charts here in 
the subcommittee room, it appears that while the streiit is quite 
broad, the actual channel that is used is quite small. 

Now, by the time we get synthetic fuels on stream — and we are 
not talking about today's crisis, except eis it might illustrate what 
might happen, what could happen 5 years from now. I mean, that 
is a ffiirly narrow strait, something like 27 miles. But there is an 
even narrower channel, is there not? 

Why do they have to use that narrow channel, which makes the 
strait even more vulnerable, it seems to me, than otherwise? What 
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are the hydrographic or other conditions that we should be aware 
oS? And again, I am not talking about today's crisis, but say 5 years 
from now where the topt^aphy luid the hydrt^aphy will be about 
the same. 

Dr. Behbnt. Mr. Chairraiui, that is, as you say, a very narrow 
strait and a great deal of water passes through it. There are very 
treacherous tides that are somewhat unpredictable. So, that the 
present delineated channel provides that area of the channel or the 
strait Uiat provides the safest passage. 

Apart from that, this is a very technical question, and if you 
would permit we could provide additional information for the 
record. 

Chairman Moorhead. Well, one bit of information I suppose is 
available right now is, how wide is that channel, let us say at its 
narrowest point? 

Dr. Bement. If I may, I will defer to Mr. Marienthal to address 
that question, since he has been very close to it. 

Chairman Moorhead. Again, we are not asking for classified 
information. The width of the channel, I presume, unless there was 
dredging, would be the same width 5 years from now. 

Mr. sSarienthal. Yes, sir, I am George Marienthsd, Deputy As- 
sistant Secretary of Defense for Energy, Environment, and Safety. 
We appreciate your interest in the strait of Hormuz and its rela- 
tionship to the flow of oil worldwide. 

We in the Department of Defense have recognized the inherent 
potential difficulties that could arise under various scenarios. We 
would prefer to take for the record technical questions such as the 
width of the channel at the narrowest point, and the depth of the 
channel. We will provide you an in-depth response on that. 

We found out this morning about your interest in that geograph- 
ic eu'ea and, frankly, could not prepare in time to give you detailed 
information. 

Chairman Moorhead. I would welcome that. 

Dr. Bement. Let me ask a question, Mr. Chairman, just to clarify 
your interest. Are you talking about the width of the strait at its 
narrowest point or the width of the delineated channel for commer- 
cial passage? 

Chairman Moorhead. Well, actually both. But if you could pro- 
vide technical information that shows that you have to stay to the 
narrow channel, why then, that is the crucial measurement. If 
these mammoth ships can go outside the channel, why then, the 
width of the entire strait is more significant. 

I understand that the tidal currents and the waters outside the 
channel are so difficult that it is really dangerous and very risky to 
go outside the channel. 

Dr. Bement. That is generally correct. I think we could appropri- 
ately address that and give some assessment of risk in deviating 
from the currently marked channel in the strait. 

rtn response to the request of Chairman Moorhead, the following 
information was submitted for the record by Dr. Bement:] 

Steait of Hormuz 

First, I would like to describe the geographic conditions of the area in question. 

The Strait of Hormuz is about 170 miles long and an average of 50 miles wide. At 

its narrowest point, the waterway is about Si miles wide. Nearly everywhere the 
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strait ia more than 145 feet deep; off the Oman coast, depths range from about 245 
to 735 feet. 

There are several islands in the strait. The largest are dose to the Iranian shore 
and of little concern to vessels transiting the main shipping channels. The remain- 
ing islands lie off the northern coast of Oman, and, while they are important in the 
demarcation of the shipping channels, they offer no impediment to vessels. 

From July through September the currents in the Strait of Hormuz generally 
flow westerly into the Persian Gulf, under the influence of the summer monsoon. 
These currents average about 1 knot (1,15 miles per hour). The tidal currents are 
much stronger, however — about 4 knots ofT Oman, and 2 to 3 knots ofT the Iranian 
coast. These tidal currents sometimes pose problems to shipping in the strait. 

The main shipping channels through the Strait of Hormuz are the shortest 
practicable route both inside and outside the archipelago of three small islands 
north of the rugged coast of northern Oman. Both the inbound (westbound) and 
outbound (eastbound) channels provide the moat favorable dearance for deepdraft 
vessels. These channels vary in length from 15 to 22 miles and in width from 2 to 6 
miles. The channels primarily provide for systematic ingresB and egress through the 
strait, although other routes may be used if necessary. 

As is clear from the above dimensions, the sinking of one or even several super- 
tankers (the maximum draft of which is about 96 feet), would not block the Strait of 
Hormuz. However, the attendant oil slicks, especially ones on fire, might hamper 
shipping for a while. The delay would be temporary, since the current would 
probably carry the slicks out of the strait — into the Persian Gulf in the summertime 
and out to the Gulf of Oman or toward the Iranian coast the rest of the year. 

Please note that this discussion does not address overt military acton such as 
mining or a naval blockdale; that is another matter entirely. 

Chairman Moorhead. Clearly, the objective that I have in mind 
is to bring home to the American people, to American industry, the 
vuinerabihty of the United States if it does not have a secure 
domestically produced source of mobility fuel for Defense Depart- 
ment uses, just as a beginner. 

And I don't have the technical capability. It has been a long time 
since I was a navigator in the Navy, and we never sailed into that 
part of the world when I was in the Navy. But I can see that when 
you think of 16 million barrels per day passing throi^h a very 
narrow strait, and that being at least 50 percent or more of the 
OPEC production, that you have a cutoff point there that is ex- 
tremely vulnerable. And it is that impression — not that I want 
your technical information — to convey. 

So, if you could not only make it technical, but summarize it in 
some way so that it explains that without reference to what would 
happen tomorrow, next week, or next month. 

Dr. Bement. Hopefully, it might suffice to state that not only the 
narrowness of the channel through which most of the oil must 
pass, but also the fragility of the exposed production facilities, 
which I think has been driven hard to the American public in just 
the last week, and how esisily those facilities can be taken out of 
production has been a long-term concern of the Department of 
Defense and has been fully acknowledged in our plannii^ studies 
now for some years. 

It has been the basis from which the Department of Defense has 
been a very strong advocate and a very active participant in devel- 
oping synthetic fuels programs, starting with our testing program 3 
years ago. We continue to have that fuel supply concern. 

Chairman Moorhead, That has been the concern not only of the 
Department of Defense, but of the ranking minority member of the 
subcommittee, who has spoken articulately on this subject in the 
past, and to whom I now yield. 
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Mr. McKiNNEY. Thank you, Mr. Chairman. I really don't want to 
belabor the point, but most of us are pretty well aware, frighten- 
in£^y 80, of me supply problem if you start to sink supertankers in 
the Strait of Hormuz. That would finish the strait off. That is a 
pret<7 frightening thing. 

It is not polite in these buildings to discuss other nations' politi- 
cal figures, but when you are dealing with hostile individuals and 
when you realize how little it takes to sink a supertanker, it is a 
lightening prospect. It has been leading me in the Ifist year into 
questioning whether or not we shouldn't be going into a shipbuild- 
ing program of smaller tankers which would be able to avoid some 
of the problems that the gigantic tankers have, should sabotage or 
crazinees or something block the strait. You will be hearing more 
from me on that, quietly, later. 

I wanted to ask one thing in the opinion of both of you. I am a 
litUe concerned about the criteria during this selection period just 
being thrown out and having to start all over again when the 
Sjmthetic Fuels Corporation comes into existence. Is there any way 
that we can assume, assist, or command, that the Synthetic Fuels 
Corporation not try to reinvent the wheel when it comes along? Or 
do you think that your solicitation proposals will be an acceptable 
base for them to work from, or do you think they will try to start 
all over again? 

Dr. Davis. I would say, Mr. McKinney, that they will not be 
starting all over ag£tin, that the preface to the Executive order cites 
the desire of the President that the Synthetic Fuels Corporation 
not ignore — in fact, requires that they not ignore this particular 
solicitation. That says that he is aware that when he declares the 
Synthetic Fuels Corporation fully operational, the interim authori- 
ty lapses and that he would, in declaring the Corporation fully 
operational, do so at a time that would avoid any adverse impacte 
on the interim program underway; and that the projects that are 
going to be awarded under this interim prc^eun would be transfer- 
able to the Corporation or would remain with the Department of 
Energy. 

And he etlso further requires — and 1 think it is in my statement 
as a quote from the Executive order — that to make this happen 
that we make our solicitation consistent with the authorities of the 
Synthetic Fuels Corporation, and we have done that. 

Mr. McKiNNEY. I just wanted to get that on the record, because I 
think it was pretty clearly the intent of the conferees in those long 
and arduous meetings that a dovetailing take place and we not go 
through a whole brandnew bureaucratic maze when we start out 
with tiie Synthetic Fuels Corporation. 

Dr. Davis. I think it was essential to make that clear. We were 
£»ble to, for the first time, at our presolicitation conference — based 
upon the stated intent of the White House at that time — to tell the 
interested parties that if they bid on this solicitation, it would be a 
part of the process of the Synthetic Fuels Corporation, and it would 
not be a lost effort. I thought that was essential, because the cost of 
bidding on this kind of proposal is so monumental to a given 
company or even to a consortia that it would not be fair to ask 
them to put that amount of resources into a proposftl if it was just 
goii^ to have to be redone entirely. 
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Mr, McKiNNEY. Could you give me a ball park figure, say, as to 
what the cost of solicitation would be, say, fo' the Great Plains 
project, or something like that, to a corporation. What are we 
talking about? 

Dr. Davis. We have different estimates from different companies, 
and it depends upon the resources involved, say between coal or 
shale; and the estimated project cost. These estimates, however, for 
example, run from a minimum of $400,000 to $500,000 for middle- 
size plants, say in the low and medium Btu, up to $10 to $20 
million to get the kind of information that they would need to 
provide the finemcial institutions and to us as to what would be 
called a technical design for a plant that was adequate enough to 
allow a financial institution to provide funds or to invest. So, the 
range is from $400,000 to $500,000 to $10 to $20 million. 

Mr. McKiNNEY. There has been a lot of concern, I think, earlier 
about industry shopping around to see where they are going to get 
the better deal among the DPA, the Nonnuclear Act, and the 
Synthetic Fuels Corporation. You are going to let your first solici- 
totions out in these two prc^ams essentially, DPA and non- 
nuclear. 

Now, is this going to slow down DPA or not? Or is it going to 
increase the amount of shopping around? 

Dr. Davis. First, from our intent, and second, from the discus- 
sions we have had with the industry and investment communities: 
That it is exactly what they would like, in the sense that it gives 
them the opportunity to tailor an incentive package for themselves. 
We have not precluded anyone from coming in under both simulta- 
neously; this is rather common in the Government. Obviously, they 
could only receive an award imder one solicitation, but it gives 
them the capability of shopping around and taking advantage of a 
number of different combinations of loans, purchase price supports, 
and being able to teilor their own package. 

I am convinced that each of these financieil packages is going to 
be customized for each company. And they eire going to trade 
around among the incentives. 

One thing we have said is that we won't award under a combina- 
tion of the two acts, and that the award will be entirely under the 
DPA or entirely under the Nonnuclear Act. 

Mr. McKiNNEY. How true are the newspaper articles that we 
read that Great Plains is just going slurp up the whole nonnuclear 
pie? 

Dr. Davis. That is not true. Let me say that r^ht away. The 
portion of the Nonnuclear Act funds for which the Great Plains 
has expressed an interest is in the loan guarantee portion of $500 
million out of the available $2 billion. Congress expressly asked us 
earlier in the year to give $22 million under a cooperative agree- 
ment to the Great Plains gasification plant. They then came in 
later and asked for a loan guarantee of $250,000, and we guaran- 
teed that on a 3-to-l leverage that amounted to some $75 mulion in 
round numbers. 

They have now come in and asked for a loan gu£u-antee from the 
Government, that would take roughly the entire $500 million that 
is available now under the loan guarantees in the Nonnuclear Act. 
However, we have not made any firm commitments to them. We 
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have a conditional commitment to them for the $250 million loan 
guarantee. The process of n^otiating with them on the loan guar- 
antee for over $1 billion is underway currently. 

Mr. McKiNNEY. There is an article in the Weishington Post on 
September 2, saying that DOE had cautioned prospective appli- 
cants for loan guarantees that $250 million commitment had been 
made to Great Plains project, which also would take almost all of 
tiie money, all the $1.5 billion in loan guarantee money. 

Dr. Davis. That is right. And we did that in writing and specifi- 
cally because I felt it w£is only fair to industry to tell them. 

I might point out to you the activity underway in Congress now, 
in the continuing resolution activity under way at the moment, 
and for which I only report and make no comment 

Mr. McKiNNEY. Make all you like. It was 2:20 this morning when 
I got out of the House Chamber. 

Dr. Davis [continuing]. That continuing resolution h£is in it phra- 
seology in both the House and the Senate version for purchase 
commitments and price guarantees that would allow up to $500 
million of that remaining $1.5 billion to be used for loan guaran- 
tees. And the leverage would be 3 to 1, in accordance with the 
language that is now in the transitional statement. So we would 
have additional funding available for loan guarantees under the 
current — or, as of last night — the wording of the continuing resolu- 
tion. 

Mr. McKiNNEY. That is pretty sharp staff work to find out what 
was in that thing. Thank you very much. 

Chairman Moorhead. Dr. Davis, you have mentioned the inter- 
ested financial and investing communities. What is their interest? 
And what is their role? And I ask that because we are a subcom- 
mittee of the Banking Committee. 

Dr. Davis. Their interest can be expressed in several different 
ways. First of all, the only experience that they have had in this 
kind of activity with the Government is with the Depeirtment of 
Energy loan guarantee programs in the small hydro, geothermal, 
and coal programs. So, I think as a whole, the financial and invest- 
ment community is somewhat unfamiliar with this kind of activity 
involving the Government. 

Simultaneously, with saying that, their interest at the moment is 
in direct funding of companies that would come to them for sup- 
port or in assisting in the formation of joint ventures, so that 
between the sharing of the risk among a number of companies, 
they could have a production company in hand that would be able 
to meet their requirements — their requirements and eJso the re- 
quirements of our solicitation. 

Third, I think that they are really, for the first time since our 
solicitation came out, looking at — and they are being very helpful 
to us — the real commitmente that are going to be required of the 
investment and financial community to get the synfuels industry 
on board. 

When you look at the totel amount of financing, capital financ- 
ing available in that community, as opposed to the totel amount 
that would be required for financing this kind of industry, as 
outlined both by the Energy Security Act and by the goals stated 
by the President, there is a disparity between the amount of capi- 
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tal that would normally be available and the eunount which is 
needed. And I believe they are reassessing finally — and while late, 
but not too late — how they have to cheuige their stance to help this 
country get a synfuels industry on line or a set of synfuels indus- 
tries on line. 

Chairman Moorhead. Thank you. 

Earlier in the testimony, I referred to the Department of Energy 
publication about achieving the production goal of 1 million barrels 
per day and, also, to a staff paper on the amount of barrels of oil 
passing through the Strait of Hormuz. And without objection, I 
would like to have them made a part of the record at the appropri- 
ate place. 

Mr. Evans. 

Mr. Evans. I have no questions at this time. 

Chairman Moorhead. I think this sets an alltime record for this 
subcommittee, finishing before 11:30. And we certainly appreciate 
all of the testimony of all who have participated. 

I think if one thing conies out, it is that we share this goal of 
having contracts let by the end of this year so that the dirt can 
start to fly. And next year we will have a full construction season, 
and that is why I asked you about the Strait of Hormuz, just so you 
can have some ammunition on the record why this is urgent and 
why we have to act today, because the risk that we see today can 
be unfortunately — all too unfortunately replicated 3 or 5 years 
from now. And the sooner we get started, the better. 

And on that happy note — and, again, with many congratulations 
to all of you for moving this so fast — I have not seen the Govern- 
ment move as fast and as cooperatively as I have seen evidenced 
here. Naturally, we intend to keep puslung you to go a little faster, 
but we want to congratulate on the speed that you have achieved. 
And I think it is really desperately important to this country. You 
have done a great job. Thank you. 

And the subcommittee will now adjourn. 

[Whereupon, at 11:25 a.m., the hearing was adjourned.] 
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THE SeCHETARV Of EN^tQV 



e WLUiaa S. t 
COnLttea a> Banking, Financing ani tjibaii Af&iis 



Dear Kc. Chairman: 



I SECmeci^te >our sending a cc|:y of the tLanaccipt of your oversight hearing 
en July 30 at tdiidi Dr. Ruth H. CBVia ani Oc. Ardsi L. Banent testified. I 
Htnlateartedly agree with your statenent regarding the need to nuve fiarward 
without delay to develcp eccnonically aoixid cxnniercial production of synthetic 
fuala. Bath the Assistant Secrotaiy for Besourca Applicaticns and I fully 
Bi¥Fort ttte ef £cirta tc bring about an alternative fuels p rogr a re citable of 
creating a nar industry. Ihls nuBt be acooDpli^ied as quickly as poesible 
to meet ttte intent of Congress aod to ixfoavt our natlcnal necurity. 

I read with interevt your opening statoiQit. I s^^pirt orienting this prngrsm 
toward the needs of naticnal defense and have ^(Aen with the DepartnEnt of 
Defense about it. He agree completely as to the prc|ier method fbr carrying 
out the 1b<'b inndBte. 

k you for ycur vlgilence in bringing this liinrtant legislaticn b 
fn- - ~ ■- - ■'-- ■- --- ■ ■■■ -■ - ■ ■ 
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Achieving a Production Goal of 1 Million 
B/D of Coal Liquids by 1990 



A Draft Containing: 

Executive Summary, A Preltminarv Study of Potential Impediments, 
an Assessment of Commercial Coal Liquefaction Process Equipment 
Perfcrnnance and Supply, Feasrbilrty Appraisal Production of Synthetic 
Fuels from Direct and Indirect Uquefaction Processes, and Synthetic 
Transportation Fuels from Coals. 



Prepared for: 

U.S. Department of Energy 
Assistant Secretary for Fossil Energy 
Under Contract No. AC01-77ET10490 



a iccompsny TIM March M, 19B0 report. 
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